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PREFACE. 






This brochure contains very little that can be called new matter. 
Most of it is only a reprint of what has already appeared in the 
press. The only excuse for publishing it is the demand for copies of 
some of my recent contributions to which Sir Basil Blackett made a 
generous reference in his address before the Delhi University on the 
23rd cf November 1926. It is not likely to please either the critics 
of the Gold Bullion Standard or the advocates of immediate 
stabilisation at 1 s. 6d or Is. 4d ; but if it serves to dispel some of the 
popular errors on the subject and induce our legislators and our 
students of economics to take a balanced and dispassionate view of 
the recommendations of the Royal Commission on Currency, it will 
have served its purpose. 


Delhi University.- f 
I Oth February 1927. f 


H. L. CHABLANI. 



5 <SL 


CONTENTS. 

-- Page. 

I- —The Indian Currency Problem ... I 

II- I he Report of the Indian Currency Commission 8 

Ml- The Gold Bullion Standard and our 

Pre-war Currency System . . .18 

IV. Contraction of Currency under the Gold 

Bullion Standard . 26 

V. —The Question of a Gold Currency . . 33 

VI.— Some Aspects of the Ratio Controversy 


41 


misT^ 


I. 

THE INDIAN CURRENCY PROBLEM.* 




It is unfortunate that the Royal Commission on Currency 
decided to hold its sittings in camera. Indian opinion has all along 
been extremely suspicious of Government’s currency policy ; and 
rightly or wrongly the impression is widespread that the Government 
wishes to continue the policy of manipulating the currency for its 
own ends. The personnel of the Commission had been freely 
criticised as extremely unsatisfactory from the Indian point of view. 
Under these circumstances the Commission would have been well 
advised to conduct its proceedings in the open so as to enable the 
public to appreciate at their true value the different proposals that 
have been put forward by witnesses. The world has moved a long 
way off the notions of sound currency which people entertained a 
generation back ; and the cross-examination of witnesses who are 
unable to keep abreast of the times would have been an education in 
itself. 1 he Indian Currency system as it exists to-day is not easy to 
understand ; throughout the period of its evolution it has been the 
target of bitter attack and criticism. Though hopelessly ignorant in 
currency matters, the man in the street is positively certain that 
something is radically wrong with a system that makes it impossible 
for the wage-earner to maintain a customary standard of comfort, for 
the agriculturist to secure a reasonably certain value for his cotton, 
and for the manufacturer to get a fairly certain return for his invest¬ 
ment and enterprise. Rightly or wrongly, he feels that Government 
is at the bottom of this sinister business and that all these Commis 
sions are intended only to throw dust in the eyes of the public 
The result is most deplorable not only from the standpoint of scientific 
truth but also from- that of the Government itself. However 
sound in principle the final recommendations of the Commissions 
may turn out to be, they are foredoomed to condemnation unless they 
happen to coincide with the opinion of vociferous Bombay. 1 he 
purdah proceedings have deprived the Commissioners of an invalu¬ 
able opportunity of educating the public in currency matters. The 
most scientific system of currency is bound to fail in an atmosphere 
of distrust and suspicion ; for public trust and confidence are the 
very essence of the matter in all currency reform. 

This appeared r.s an article in ‘The People on the 17th of January 1926. 
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NANIMIOUS DEMAND FOR AN AUTOMATIC GOLD STANDARD. 

Most of the Indian witnesses are agreed on one point ; they all 
want an automatic gold standard that will not only give India a 
greater stability of prices but also reduce automatically the fluctuations 
of these “ confounded exchanges’* to the limits of gold import and 
gold export points. They all want our monetary standard to be free 
from the possibility of manipulations by Government or a State Bank, 
to be both “knave proof” and “fool proof.” Differences of 
opinion centre round the relatively subsidiary questions of (a) 
tne most desirable form of gold standard, (b) the future position of 
the rupee in our monetary system, (c) the ratio between the rupee 
and gold, and (d) the proper time for a complete solution of the 
currency problem. 

A GOLD CURRENCY NOT ESSENTIAL. 

The gold standard is associated in the popular mind with a 
gold currency in actual circulation. It is unfortunate that most of 
our independent witnesses have a lingering foundness for this old 
fallacy and have gone to the length of arguing with considerable 
warmth that a gold currency will be a most suitable medium of 
exchange in India, It is interesting to note that this is in direct 
opposition to the line taken by our older publicists before the 
Herschell and Fowler Commissions. In 1898, Sir D. E. Wacha in 
voicing Indian opinion from the platform of the National Congress 
said : “ For consider as you may, you cannot help admitting the 

(fact that bearing in mind the poverty of the people and their imme¬ 
morial habits and usages, gold can never become the currency. 

I Silver alone is suitable and convenient. It is the natural currency. ” 
And several witnesses before the Fowler Commission pointed out that 
for the man in the street and the man in the village or the village - 
shop, a gold coinage would be absolutely useless.” Even the 
members of the Ejflwler C ommitte e, who expected gold to circulate 
when both the rupee and the soverign were unlimited legal tender and 
corned on demand in unlimited quantities, had no illusions on this 
point ; they frankly admitted that “ there was little or no likelihood, 
even according to the most sanguine view, that for a long time to 
come gold coins, even if declared a legal tender forthwith, would lind 
their way to any great extent into general circulation.” It was .only 
before the Chamberlain Commission that a few witnesses attempted 
to make out a case for a gold currency in actual circulation and 
based it almost entirely on the figures relating to the absorption of 
gold sovereigns by the public. A clever theorist like Mr, J. M.l 
f eynes had no difficulty in pointing out that if a gold currency iijy 
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I actual circulation was the essence of a gold standard, no country in 
' I the world had it except Egypt and proving that the figures relied 
on went only to show “ the existence in India of an enormous 
demand for gold bullion, a very considerable demand for sovereigns 
for the purposes of hoarding and only a relatively smaller demand 
chiefly confined to the United Provinces, the Punjab, Madras and, 
Bombay, for purposes of currency," The advocates of a gold 
standard in India thus broke down chiefly because they identified 
gold standard with a gold currency in actual circulation, j 

Possible alternatives. 

Most of the Indian witnesses examined so far have, I fear, lost a 
strong case for a gold standard by committing the same mistake this 
time too. A few associations, like the Marwari Indian Association of 
Calcutta have, however, realised the weakness of this position only to 
fall into a still greater error. Like the Fowler Committee they wish 
both the rupee and the mohur to be unlimited legal tender and minted 
on demand in unlimited quantities. This is to forget the operations of 
Gresham s law, for under such conditions gold cannot possibly re* 
main in circulation; the inferior coin will drive the superior out of 
circulation. 

If you wish to retain some gold in actual circulation, you must 
either stop the coinage of rupees, retaining them as unlimited legal 
Under or make the rupee only a limited legal tender, freely 
convertible into gold. If the rupee is really the most suitable 
medium of exchange in India, the first will only be a temporary 
solution.* For a time, the existing volume of rupees will no doubt 
suffice; but if the bulk of transactions in India continue to be small, 
it will be necessary to remint rupees unless the immemorial currency 
habits of the people change in the meanwhile. At first sight the 
second alternative may appeal inconsistent with the maintenance of 
the rupee as the principal medium of exchange in India. But in 
reality, it is not so. H the bull ^ of transactions in India involve only 
small amounts, the rupee will continue to be the principal medium 
of exchange among the masses in their every day life inspite of its 
being only a limited legal tender. It is only among the richer 
classes, and those chiefly in towns that gold will circulate as coin. 
1 he rupee will have practically the same position as cheques occupy 
in England and notes in continental Europe. It is necessary, 


« It will not work even as a temporary solution in a period of falling world 
prices as there will be no automatic process of contracting currency and so main¬ 
taining a fixed rate between the rupss and the gold coin. 




however, that it should be freely convertible into gold, just as 
cheques or notes were in advanced European countries in pre-war 
days. Only a minute fraction of the population in Europe had any 
occasion actually to handle a gold coin even in pre-war days ; and 
yet nobody suggested that on that account cheques and notes should 
be declared inconvertible into gold. 

Objections to a gold currency. 

The only serious objections to this form of gold standard are 
(1) its expense ; and (2) its effect on the world price of gold. 
The question of expense must not be brushed aside so lightly as 
some of the Bombay publicists have actually tried to do.* There 
is no adequate reason whatsoever why a poor nation like India 
should allow even a part of its very limited resources to be locked 
up in gold currency if a cheaper ^substitute can serve the purpose of a 
sound currency as well as gold; and the burden of proof lies heavily 
on those who argue that a cheaper substitute is not possible or 
feasible. Be that as it may, it is the second objection that is really 
the weightier of the two; it therefore demands the most careful 
consideration. Several Bombay witnesses have referred to the restora¬ 
tion of gold standard in other countries as if it supported their case for 
a gold currency in actual circulation. They seem hardly to realize 
that it weakens their case considerably. The restoration of the gold 
standard in England does not mean the restoration of gold to circu¬ 
lation ; it does not even mean the conversion of sterling freely into 
gold coin ; it only means the convertibility of sterling into gold 
bars of not less than 400 oz. In none of the European countries has 
the slightest suggestion been made that gold coins should be intro¬ 
duced into actual circulation. Everywhere, special efforts are 
being made to prevent this possibility, for it is everywhere recog¬ 
nised that it w ill be an extremely undesirable consequence of the restora¬ 
tion of gold standard in the world. If gold is allowed to circulate 
as currency even in a few of the principal countries of the world, 
die demand for it will be so heavy as to raise considerably the price 
of gold and bring about a heavy fall of prices in gold standard 
countries. Even without this additional demand for gold in actual 
circulation , experts like Prof. Cassel and Sir John Fergusson 
expect a downward trend in prices. The monetary reconstruction 
in the world must inevitably lead to a greater demand for gold 
as currency reserve ; the world s production of gold, in the absence 
of large fresh discoveries, is likely to decline substantially over 

* In this connection see memorandym No 3 submitted by Mr. C. H. Kiach 
C. B Volume II! Appendices to the Report of the Currency Commission and 
the evidence of Prof. Gustav Cassel pp59? Appeniix 92 vol III. 
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the next decade, owing mainly to the probability of gradual 
exhaustion of the Rand; and the introduction of mechanical aids to 
production and the cheapening of Industrial processes must expand 
the volume of wealth and so tend to make for an appreciation 

in the value of gold. The average annual addition to the world's 
stock of gold during the sixty years 1850—1910 was only ?'8 % 
the average yearly loss has been estimated at 0’2 % If eco¬ 
nomic progress continues at the pre-war rate, we need an increase 
in gold supplies at the rate of 3 %; in other words, taking 

1923 as the basis for calculation, we must have about £109 
millions of new gold yearly. The world’s production of gold in 
1923 or even 1924 was much below this figure—not more than 
two-thirds of this normal. For the future, we must therefore 

reckon with a growing scarcity of gold compared with our growing 
needs, and the consequent fall of prices in countries under a 
gold standard. 

Is it to the interest of any country except perhaps the U. S. A 
to accentuate or precipitate this inevitable fall of gold prices. 

Is it to the interest of a debtor country like India to enhance the 
purchasing power of gold over commodities ? Do we want con¬ 
flicts between labour and capital, a deepening gloom over both 
trade and industry such as a heavy fall of prices will inevitably 
produce ? The danger of which , I am speaking is not a mere 
theoretical possibility. Ample warnings exist in history of the 
consequences of an ill-regulated competition for precious metals. 
The breakdown of the return to special payments in England, 
Austria and Russia in the period 1816-18, the chronic state of 
depression which prevailed during the spread of the gold standard 
in the period 1876-96, are two well-known instances on this point. 
Even the present situation in England shows which way the 
wind is blowing. Since October 1924 sterling prices have shown 
a marked downward trend ; and in all probability the fall would 
have been more pronounced but for the budgetary deficit of 
£36 millions for the first half of the financial year 1925-6 and the 
embargo on foreign loans, removed only in December 1925. It is gene¬ 
rally unsafe to prophesy in matters of price movements ; the factors 
to be taken into account are so many and so uncertain. But one 
feels almost certain that if the Indian Government is compelled 
by pressure of agitation to concede what India seems to demand, 
viz., a gold currency in actual circulation, and other countries follow 
the bad example and restore gold to circulation, there will be a 


•See in this connection the evidence oi Governor Strong, Professor Gustav 
Cassci, and Mr. Joseph Kitchin V6l III Appendices to the Report. 
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1 arfyed fall of prices with all its attendant evils* One wonders 
if Bombay merchants realise fully whither the pet proposal of their 
economists is taking them It may be a virtue to be self-conscious 
and assert that we shall have what we consider best for us irrespec¬ 
tive of its consequences for others ; but it is hardly a virtue to cut 
off our own nose in order to spite another. This is exactly what 
our demand for a gold currency in actual circulation amounts to. 
England will undoubtedly suffer if there is a heavy fall of prices 
because of our demand for a gold currency ; England will be 
right in opposing this demand. But shall we gain if we assert 
our right to have what will injure all ? It is enlightened selfish¬ 
ness and not philanthropy or political subserviency to endorse the 
principle of the Genoa Conference resolution in favour of 
means of economising the use of gold ” 


some 


An automatic gold standard without a gold currency. 


Is it feasible to have an automatic gold standard without 
a gold currency in actual circulation ? Is it possible to retain 
the rupee as the principal medium of exchange and yet 
make our currency system both “ knave proof and “ fool 
proof ? 1 believe it is, if only we modify slightly the 

existing system. Let the rupees be made freely convertible 
into gold bars at a fixed rate internally ; let the Paper 
Currency and Gold Standard Reserves be amalgamated and 
an adequate gold reserve located in India for ensuring this 
convertibility ; and let the British sovereign cease to be legal tender. 
This will ensure the automatic expansion and contraction of 
our currency and link it with gold—a universally acceptable com¬ 
modity. Ricardo’s Exchange Remedy suggested the idea of Gold 
Exchange Standard, but unfortunately the existing system does not 
embody the essentials of Ricardo’s scheme. The changes I suggest 
mean only a slight modification of Ricardo’s remedy—the partial 
substitution of rupees for paper money. Complete convertibility is 
the basis of both the proposals; and both seek to prevent gold coin 
from entering into circulation by issuing gold in the form of bullion 
bars and not gold coins. The main defect of our pre-war currency 
system lay in the fact that it was not automatic in contracting 
currency. Legally, the rupees were never freely convertible into 
gold inside the country; nor were they externally convertible except 
on those rare occasions when Government sold Reverse Councils at 
times of weakening exchange. Our currency, therefore, failed to 
satisfy the most essential requisite of a sound currency, viz ., 
stability of prices or purchasing power. But convertibility will 
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be the best safety valve for redundancy of rupees; it will 
provide the easiest automatic danger signal to Government when it 
is inflating the currency. When the purchasing power of the rupee 
tends to fall relatively to its fixed gold equivalent, rupees will be 
exchanged for gold and withdrawn from circulation. Such a system 
of convertibility will not need for its success a large stock of gold if 
the British sovereign ceases to be legal tender. For, if the rupees in 
circulation are diminished and not replaced by gold coins, the value of 
the rupee will rise quickly to the point where it will cease to be 
profitable to exchange rupees for gold. 

The ratio. 

What should be the ratio between the rupee and the gold 
content of the British sovereign ? That is comparatively a minor 
issue; for the adverse consequences, whatever they be, of either of 
the two suggested rates, I s. 4d or 1 s. 6d, will exist only during 
the period of transition . 


\ 
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II, 

THE REPORT OF THE INDIAN CURRENCY 
COMMISSION.* 

The Report of the Royal Commission on Currency is un¬ 
doubtedly an honest attempt at seeking a solution of one of our 
most complicated problems. Unfortunately, the mud which the 
Bombay publicists have been throwing at the Commission from the 
very beginning has created an atmosphere, very unfavourable to a 
dispassionate examination of the issues involved in the findings of the 
Commission. Prejudices die hard ; and few among even the 
trained economists of India are prepared to revise their settled 
convictions of several years in the light of the recent advance in 
Currrency theory and practice. Writing in December last in the 
columns of ‘The People ’, I warned the Commissioners of the undesir¬ 
able consequences of their purdah proceedings. The world has 
moved a long way off the notions of sound Currency which people 
entertained a generation back ; and the public cross-examination of 
witnesses who were unable to keep abreast of the times would have 
given the Commissioners an invaluable opportunity of educating the 
public in Currency matters. The result of the proceedings in 
camera has come out to be exactly what 1 anticipated ; and my 
fears that—“ However sound in principle the final recommendation 
of the Commission may turn out to be, they are fore-doomed to 
condemnation unless they happen to coincide with the opinion 
of the vociferous Bombay”—have proved to be a correct prophecy. 

A NEARLY UNANIMOUS REPORT. 

A careful examination of the Report will show that the find¬ 
ings of the Commission are unanimous on all counts excepting one; 
and yet the Report is being bitterly commented on as a fresh proof 
of the inevitable antagonism between the Indian and the European 
points of view. Too much is being made of the one main difference 
between the Report and the dissenting minute; while very little 
notice is being taken of the many essential points of aggreement 
between the two. After all, the question of rate does not 
constitute the whole of our Currency problem. Looked at from the 
long period point of view, it is a minor and not a major issue. The 


• This in substantially the same as the article in “The People" of the 22nd 
August 1926* 
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soundness or otherwise of the Indian Currency system does 
not depend in any way on the rate. The Report must be judged 
by its conclusions on the soundness of the existing Currency system 
and the nature of the remedy it suggests. On these fundamental 
issues, the Report is unanimous. 

The Commissioners unanimously condemn the existing Cur¬ 
rency system, and give their verdict in favour of the Indian view 
on all counts. They admit that “the automatic working of the 
exchange standard is .... not adequately provided for in 
India, and never has been”; and that “ under the Indian system 
contraction is not, and never has been, automatic” (para. 16). 
In other words, they endorse the Indian view that our 
Currency system is responsible for high prices. They point out 
that “ there is no provision as to any organic relation between 
the total volume of token currency and the amount of the reserves ; 
and that the principles on which the efficiency of our reserves 
depends “ are not now, and never have been, adequately supported 
and enforced by statutory provisions (para. 15). They consider it 
wrong in principle to divorce control of credit from control of 
currency and regard it as anamolous that the Indian Government 
continues to exercise direct control over currency in general and 
over the note-issue in particular, (para. 20) They view with 
concern the “inelasticity of our Currency system”, especially its 
inability to provide additional cash for the support of 
credit in case of great financial crises (paras 18 and 19). They 
recognise that while “ a substantial measure of stability has been 
attained in the past”, “ certainty and simplicity have been lacking”; 
and that “for a system of currency under Indian conditions and 
for the Indian people, these two qualities are as vitally necessary as 
the first ’ (para 22). And they conclude with the important 
admission that “ when allowance has been made for all misunder¬ 
standings and misapprehensions, the fact remains that a large measure 
of distrust in the present system is justified by its imperfections” 
(para. 22). I wonder if a Commission packed with Bombay 
favourities could have gone further in condemning the existing system, 
or paid less regard to the prestige of the Indian Government. 
Surely, the Commissioners would not have put their signature to 
these paragraphs had they been a body of johukums as the Bombay 
press often describes them to be. 


Agreement on fundamentals. 

As to the remedy for these inherent defects, the Commissioners 
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not excepting Sir Purshottamdas) are agreed on fundamentals. 
All agree in rejecting as impracticable at present the only scheme for 
the immediate introduction of a gold standard with gold currency — 
the scheme put forward by the officials of the Finance Department, 
though Sir Purshottamdas disagrees “with some of the reasons 
adduced (by the majority) in support of that conclusion” (paras. 56 
and 60 of the Dissenting Note). The majority recommend instead 
“the gold bullion standard,” which 1 suggested first in my Indian 
Currency and Exchange and further elaborated in my evidence 
before the Commission. The Dissenting member is fully “ in 
agreement^ with the gold bullion standard as recommended by (his) 
colleagues” but presses for an unequivocal guarantee that there shall 
be* ‘ no interference with the free inflow of gold into India, except 
with due publicity and the concurrence of the Legislature” (para. 
52 of the Dissenting Minute). 

The majority regard the demonetisation of the sovereign and the 
half-sovereign as a necessary part of their scheme on the ground that 
“ otherwise the gold from the reserve might in certain circumstances 
pass into circulation without effecting any contraction in the 
currency and thus without fulfilling the essential purpose of securing 
the compensatory effect of the exchanges” (para 65); Sir Purshottam¬ 
das does not “ appreciate the necessity of this recommendation”; but 
is “ prepared to view with diffidence (his) inability to see eye to eye 
with (his) colleagues” and does “not press his objection beyond 
recording his own opinion” (para 53). He, however, takes good 
care to state expressly that he shares “the hope that when the gold 
reserves of India are adequate, the people of India may not want a 
gold mint.” This makes it plain that the views of the two parties 
are the same both on the question of the ideal form of currency and on 
the narrower issue of what is immediately practicable under existing 
conditions. 

The case against a gold currency. 


In the face of this practical unanimity of the Commissioners, let 
the Bombay experts put forward a more feasible scheme than Sir 
Basil Blackett’s instead of wasting time in misleading the lay public 
by dangling before them the prospect of jingling gold or raising a 
ghost of sinister influences standing in the way of India’s adoption of 
a gold currency. Let them argue if they will that our gold reserves 
can safely be reduced to 30 per cent during the transitional period ; 
that absolute reliance can be placed on the anticipation that the 
initial demand for gold can be limited to 50 crores and the demand 
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spread over the period of 10 years ; that the sale of an amount of 
redundant silver equal to about thrice the world’s production of a 
year combined with the factors pointing to a distinct diminution in 
the world’s demand for silver in future will never produce a fall in 
the value of silver below 24d.; that the required credits can be raised 
abroad in case of need; that India can afford to do what richer 
nations like England are unwilling to do, viz., put gold in active 
circulation; and that there is no force whatsoever in Sir Purshottam- 
das view that it is neither feasible nor desirable that sterling 
securities should be realised and converted into gold forthwith, or in 
any manner other than the safest and most gradual to the markets of 
world (para 50 of his Minute), or in his reply to impatient 
enthusiasts, pointing out “ the advisability of India doing nothing to 
retard the reconstruction of devastated Europe, if it can be avoided 
by a slower and more natural process of accumulatng gold for her 
requirements (para. 50 of his Dissenting Minute). The Com¬ 
missioners have shoivn clearly what alternatives are immediately 
possible under the present conditions. The choice, they point out, 
io between a gold standard without a gold currency, and an 
exchange standard with an excrescent and unnccesarv gold Currency 

which will only serve to disguise from the people of 'India the true 

bas,s ol the stability of their currency. As between the two, no 

thinking man will deny that every advantage lies on the side of the 

o union standard that the Commissioners recommend. The 
^onimiss.oners have likewise made it plain that their scheme is 
equahy appropriate whether or not it be held that the Gold Standard 
s ould ultimately be supplemented by gold currency; for it pro¬ 
vides for “ a gradual but substantial strengthening of gold reserves, 
at the maximum rate, and to the maximum extent, possible under 
P-c»dit conditions without upsetting prices, incurring excessive ex¬ 
penses or injuring trade by unduily restricting credit.” They rightly 
observed that “ tf m e desired that a gold currency should 
be introduced, it is thus that one would have to proceed.” And 
t iey conclude by saying: “Our own view is that it would be unwise 
o contempl&te the introduction of a gold currency under any conditions 
vv nc , ^ Ve can foresee. But whileholding that view, we have triedto 
see ^" e ma ^ er from the point of view of those who do want a gold 
currency as soon as it can be had. It then appears to us that the 
ollowing proposals open the door for the introduction ol a gold 
currency at some future time as wide as is now possible to open 
it* they initiate a system which will leave the people of India 
perfectly free to decide, through their legislature, when that future 
time has come and a gold currency can be introduced without risk, 
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whether or not they are prepared to confront its expense, and to 
disregard its other disadvantages. It is quite possible that when 
that time comes, the people of India will no longer wish for a gol 
currency”. Only fanatics can quarrel with this admirable spirit of 
compromise or scent in it a desire to promote the interests of other 
countries at the expense of India. 

Some misconceptions. 

The Commissioners’ reference to the effect on other countries 
of India’s adoption of a gold standard with gold currency has 
given rise to a widely prevalent misconception that they hsve 
decided against a gold currency not because it was not good for 
India but because it was not in the interests of other countries. A 
careful perusal of the report knocks the bottom out of this gross 
misrepresentation. It is ‘in their reaction on India as one unit in 
the world’s trade system” that a fall m gold prices and a curtailment 
of credit consequent on the increased competition for gold among the 
countries of the world, is considered, on balance, to Be unfavourable 
(para. 37): it is because “ India, apart from her direct trade 
with China, which is a growing market for cotton and cotton 
goods cannot escape injury from a widespread dislocation 
of the world’s trade with China that the Commission refers to she 
possible effects on China, {vide para. 50); and it is only because 
‘higher interest rates, business disturbance and economic depression 
in European countries will have “ inevitable reperoussions on the 
economic well-being and commercial prosperity of India that the 
Commission recommends a limitation on the demand ior gold (para. 

53). The same reasons have led Sir Purshottamdas, who can 
hardly be accused of forgetting India s interests, to lay emphasis on 
“ the advisability of India doing nothing to retard the reconstruction 
of devastated Europe, if it can be avoided by a slower ^ and more 
natural process of accumulating gold for her requirements (ti/aepara 
59 of his Minute). Both the majority and the dissenting member 
accept the view of Prof. Cassel and Mr. Kitchin that the future 
trend of world prices will be downward. Nobody can deny that this 
tendency will be accentuated if India introduces gold currency. One 
wonder? if the Bombay merchants who object to l s . 6d ratio on 
the ground that it will produce a fall of prices and depress trade 
and industry, realise fully whither the pet proposals of their economists 
is taking them. Do they want conflicts between !abo^ and capita! a 
deepening gloom over both trade and industry, suco as a heavy 
fall of world prices will inevitably produce.? were it not 
so tragic, one would really feel amused at seeing the same 
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men crying thenselves hoarse over the Is. 6d rate because 
of its depressing effect on prices and shouting in the same breath 
for a gold currency which will depress prices still more. It is 
high time for Bombay to see this inconsistency and recognise that 
U is enlightened selfishness and not sycophancy or political sub¬ 
servience to endorse the principle of the Genoa Conference reso- 
lu.ion in favour of “ some means of economising the use of gold”. 

1 he Transitory provisions recommended by the Commission 
m para. 166 have caused another widely prevalent misconception. 
During the transition period the currency authority has been 
given option to buy and sell gold or gold exchange. This has 
led many to believe the new standard is the same as the pre-war 
Gold-Exchange Standard under a new name. But this option 

forms no part of the permanent scheme outlined in paras. 54—62. 

ara. 58 ex-pressly states that the obligation is to convert the cur¬ 
rency, not merely into foreign exchange, , but into metallic gold , and 
it is an obligation that is not, as formerly, conditional and circumscrib- 
ed, bat absolute and unlimited? It is a mistake to imagine that 

withdrawals from the currency will take place only for export*. " 
airgraph 60 reads as follows: “Since gold bars are to be 

given m exchange for notes or silver rupees, not for export 

on y Jl! for any purpose, this is not an exchange standard; it is 
^ so ‘ u * e gold standard. Nevertheless the compensatory mechanism 
j exch ; a "ges, is preserved, because gold bars are not currency. 

len 8°*d bars are given by the currency authority for notes 
or rupees, the currency is contracted, while on the other hand, 
Wnen gold bars are given to tire currency authority for notes or 
r upees, the currency is expanded”. 

The Commission rightly considers it anamolous that one 
form of note, the paper note, should be convertible by law Into 
another form, the silver note, and therefore recommends that the paper 
currency should- cease to be convertible by law into silver coin.' 
So strong is the suspicion against the Commission that this has led 
some writers to state that “the Currency Commission of 1926 
advises us to start inconvertible notes*.'’ The truth is just the' 
opposite of this. Today, the currency note is really inconvertible, 
being convertible only into an inconvertible coin— the rupee. . 
Under the new standard both the note and the rupee will be con¬ 
vertible into gold bullion. Far from inaugurating a regime of ki- 
convertible paper, the Commission puts an end to it. The Cofnmission 
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says rightly—“ That no opportunity for the termination of this 
obligatory convertibility is likely to be so favourable as the present, 
when, by making ike notes convertible into gold bars for all 
purposes, a more solid right of convertibility is attached to them 
than they ever had since silver ceased to be a reliable standard of 
value”. So obsessed some men are with gold currency, that they have 
seriously argued that under the gold bullion standard the rupee 
should not be called ‘ convertible’ because the Currency authority 
will give in exchange for it gold bullion which is not legal 
tender, and in amounts worth not less than Rs. 23,000. If we are 
to . follow this reasoning, we must consider England to be on an in¬ 
convertible paper standard because sterling to-day is convertible 
only into gold bars of 400 oz. Judged by this test, there has been no 
such thing as a restoration of gold standard in England. If we are 
to twist words out of their natural meaning in this fashion, there can 
be no end to hair-splitting. 

Unanimity on other points. 

The Commissioners are agreed on several other points dis- 
cused in Part II of the Report. All sections of public opinion will 
probably welcome their recommendations that “ the coinage of 
rupees should be stopped for a long time, until the amount of silver 
rupees in circulation is reduced to the amount required for small 
change’ (Para 69); that the Paper Currency Reserve and the 
Gold Standard Reserve be combined into a single Reserve; 
that the proportion and composition of this Reserve be 
fixed by statute ; that its silver holding be reduced from 
85 crores to 25 crores in 10 years ; that the amount of the Govern¬ 
ment of India securities be limited to 50 crores ; that created 
securities be replaced by marketable securities wilhin a period of 10 
years”; and that Saving Certificates “redeemable in three or five years 
in legal tender money or gold at the option of the holder, be introduced 
to encourage saving" and “ bring home to the masses that gold is 
the standard of value of the rupee and that the one is convertible 
into the other. 

The reserve bank. 

Part III of the Report also reveals substantial agreement on 
fundamentals. All condemn the interference of government in the 
working of the Indian Currency System and agree that ^ both 
currency and credit should be controlled by one central authority, 
viz., a Central Bank. Sir Purshottamdas also concedes that the new 


MINlSr^ 



15 


<SL 


Reserve Bank proposed by his colleagues “is perhaps the ideal 
system’* (Para 61 of the dissenting note). He, however, is of 
opinion that “the ends in view, as far ahead as we can see, 
will be better served by developing the Imperial Bank of India into a 
full-fledged Central Bank”. If the system recognized v by the.dissen¬ 
ting member as ‘ideal’ is practicable and no reasons- are assigned 
why it should prove impracticable beyond the expression of a 
doubt whether “for some years to come, there will be any 
scope for two banks working side by side, one fully, and 
the other partially, with Government support”—one wonders 
why one should fall back on the second best. Apart 
from this, it is doubtful if the Imperial Bank will ever 
consent to a serious curtailment of its profitable commercial 
business which its transformation into a real State Bank will 
necessarily involve. Nor will its share-holders content themselves 
with dividends ranging between 5 per cent, and 8 per cent, as 
proposed in the case of the Reserve Bank, and agree to give the lion s 
share of the profits to Reserves and Government. It is fairly certain 
that the Imperial Bank will refuse to allow its constitution to be 
modifed so as to ensure its observance of a national policy in 
currency and banking matters or to safeguard Indian interests ; 
and that Indian public opinion will refuse to agree to Sir Purshot- 
tamdas’ proposal to add another 2 per cent, to the huge dividends 
which the shareholders of the Imperial Bank have been earning 
at present owing to the grossly unfair arrangement under which 
the Imperial Bank has the use of Government funds, free 
of interest, without sharing its profits with Government, while 
claiming payment for its services in respect of public debt. In the 
face of these difficulties in negotiating with the Imperial Bank 
a satisfactory agreement, the Commissioners wisely chose the 
alternative of recommendmg the creation of a new Reserve Bank. 
The main outline of its charter is admirably drawn up by the Com¬ 
missioners and the only unsatisfactory part of the Commission’s recom¬ 
mendations under this head is- their slavish acceptance of the Genoa 
Conference resolution that ‘Central Banks should be free from political, 
pressure.’ There is no real analogy between the political conditions 
here and those prevailing in democratic countries of the West. 
There the pressure of supremely conscious democratic forces is so 
great as to make it impossible for the Central Banks to follow the lines 
of prudent finance. Here in India we need safeguards against the 
all-powerful European financiers and capitalists who an; likely to 
dominate the Central Bank and the money-market. The only 
safeguard against this contingency lies in leaving the door free for 
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the people’s will to assert itself through the influence of the Legisla¬ 
ture on the Executive, and through the control of the Executive over 
the Central Bank. To exclude the members of the Executive and 
the Legislature from a voice in the Bank s affairs would, therefore, 
be a highly unwise step. 

The 18 d. ratio. 

Part IV of the Report is the only portion to which strong 
exception can rightly be taken. It is perfectly true that the Indian 
exchange rose automatically between July 1924 and October 1924 
as a result of the rise in world prices. But when the world prices 
began to fall after February 1925, Indian exchange would have 
automatically fallen if Indian prices had been stabilised just as 
was done when world prices rose between July and October 1924. 

If the adjustment of prices, wages and taxes to I s. 6d. rate was 
so complete as the Commission believed it to be, one fails to 
understand why the Government revenue has not fallen as a result of 
this adjustment of prices to the rate. The very fact, rightly 
retorts Sir Purshottamdas, “ that Sir Basil Blackett looks upon the 
increased revenue accruing from a Is. 6d rate as a tangible revenue, 
worth even naming for purpose of discussion of the ratio, shows 
that he is not quite convinced that this adjustment to a Is. 6d. rate is 
complete. 

The Commission agrees with Prof. Cassel and Mr. Kitchin that 
the future trend of gold prices is likely to be downward. If that is 
so, why not mitigate the severity of the fall by lowering the ratio to 
Is. 4d.? It is true, that India cannot escape altogether the risk of a 
fall of prices if she adheres to a gold standard ; but why not post¬ 
pone that inevitable fall by allowing exchange to go down to Is. 4,..? 

Bu ; the strongest argument against the Commission s recom¬ 
mendation is that it seeks to nullify almost entirely the proteclioe effect 
of our tariff. India is entitled to the benefit or the burden, call it 
what you will, of the tariff wall which the Legislature has laboured so 
hard to raise since the war. Had our pre-war system continued, 
the tariff changes since the war would have had the effect of raising 
the Indian price leoel higher than the English. As a matter of fact, 
our prices since the war have not risen relatively to English prices, 
thanks to the policy of our currency authorities. Prices having 
been prevented from rising higher than the English prices, the tarifl 
has raised exchange, instead of prices ; for if y° > control exchange, 
tariff tends to raise prices; if you control prices, it raises exchange. 
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The problem now before the country is how to retain the benefit of 
the tariff. If Is. rate is adopted, it will be necessary for us to 
raise our tariff further in the interests of our industries. Whether we 
raise the tariff or stabilise exchange at Is. 4J., the effect is just the 
same; prices will rise, inflicting unmerited injury on certain classes. 
The only way to escape from a rise of prices and yet have the benefit 
of the tariff is to maintain steady prices for some time to come, 
allowing exchange to go down to Is. 4 cl under the influence of 
falling world prices. 
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III. 

THE GOLD BULLION STANDARD 


AND 

OUR PRE-WAR CURRENCY SYSTEM* 



None of the recommendations of the Commission has been more 
widely misunderstood than their proposal to introduce in India 
the Gold Bullion Standard on the basis of the English gold Act of 
1925. Although supported by all the commissioners including 
Sir Purushotamdas Thakurdas, a very large section of the Indian 
Press and public opinion has received it with open hostility. The 
Indian Merchants’ Chamber goes to the length of opining 
that the “ gold exchange standard rocommended by the 
commission is even worse ihaa the pre-war gold exchange 
standard because the pre-war system was confined to sterling 
currency only while the new system proposed offering the currency 
of any country with a free gold market, involving the holding 
of our currency reserves in several countries”. “The Bombay 
Chronicle” sees “nothing new in the scheme except that the obli¬ 
gation is now recommended to be statutory” and thinks that “in 
practice the obligation will be utterly ineffective for the Indian 
currency authority will, in normal times, have little occasion to 
sell gold as the credit balance of India is usually very large, 
and therefore, India requires to sell no gold for use abroad. ’ 
‘‘The Indian Daily Mail” regards the suggested new standard as 
*‘by no means an improvement on the present gold exchange 
standard” and feels that “the Currency Commission have deliberately 
gone out of their way to invent a system which is really a managed 
system though it is made to look like an automatic one”. 

The main defect of the pre-war currency system. 

Views of this sort betray a complete lack of understanding of 
the fundamental difference between a gold exchange standard and 
the gold bullion standard, recommended by the Commission. The 
main defect of our pre-war currency system lay in the fact that it 
was not automatic in contracting currency. Legally , the rupees 
were never freely convertible into gold inside the country ; nor 
were they externally convertible except on those rare occasions 
when Government sold Reverse Councils at times of weakening 

♦This embodies much of whet appeared in my contributions to ‘The Hindustan 
Times’, August 22nd, 1926 and to 4 The People’, September 12th, 1926. 
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factors, other than internal conditions of trade. Trade may be 
depressed and currency may be redundant, and yet heavy and 
continuous borrowing on the part of India may reverse the tendency 
to weak exchange. Currency may be over-issued and prices may 
rise in India and yet exchange may not only remain stable but 
even rise because of the greater inflation in other countries. 

Nor was our pre-war exchange standard as satisfactory in expan¬ 
ding currency as an automatic gold standard. Under it, the 

currency of India was expanded, not in response to the demands 
of trade as a whole but only of a part of that trade, namely, 
external hade. Even this statement needs to be qualified. India 
is a land of seasons; and it is only in the busy season that there 
is a keen demand for Council Bills necessitating fresh cbi.nage - 
of rupees or further issue of paper money. Thus the currency 
of India was in pre-war days expanded, not in response to the 
growth in external trade throughout the year, but only in propor¬ 
tion to the demand for funds for financing export trade during 
the busy season. The idea underlying our pre-war exchange 
system, that the rate of exchange is the test of deficiency or red¬ 
undancy of currrency is wrong and mischievious. Exchange is the 
measure of the temporary requirements of foreign trade, but it 
is the rate of discount that is the proper index to the temporary . 
requirements of India s internal trade. Exchange may /show 
the scarcity or abundance of currency in one country 

as compared with another ; but it is the fall or . the rise 
in the price-levels of a country that reveals insufficiency or 
rebundancy of the currency for the normal requirements of its 
total trade. The expansion and contraction of our currency 
under our pre-war gold exchange standard was thus not as natural 
and automatic as it would have been under a full-fledged gold 
standard; and consequently the over issue pf out rupees'and notes 
was just as likely', as an over issue of inconvertible paper in 
some countries. Our pre-war standard of currency therefore failed 
to satisfy the most essential requisite of a sound currency Viz., 
stability of purchasing powerl. s 

The gold bullion standard free from this defect. 

Now, convertibility into'- gold is the best safety valve for re¬ 
dundancy of currency ; it provides the easiest automatic danger-sin gal 
to the currency authority when it is inflating the currency. When 
the purchasing power of the rupee or the notes tends to fall relatively 
to its fixed gold equivalent under a system, of convertibility, rupees 
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exchanged for gold and withdrawn from circulation. Such 
a system of convertibility will not need a large stock of gold if the 
British sovereign ceases to be legal tender. For, if the rupees in 
circulation are diminished and not replaced by gold coin the 
value of the rupee will rise quickly to the point where it will cease 
to be profitable to exchange rupees for gold. This is the real 
rationale of the suggested Gold Bullion Standard. It will secure at 
least cost the automatic expansion and contraction of our currency in 
accordance with the varying needs of our total trade and link it with 
gold. 

It is a grave error to argue that “the obligation to sell gold will 
be ineffective for the currency authority will, in normal times, have 
little occasion to sell gold, as the credit balance of India is usually 
very large and therefore India requires to sell no gold for use abroad.” 
This is to commit the same mistake as the official apologists 
of our pre-war system frequently indulged in. A favourable balance 
of trade is not a correct measure of the country’s requirements of 
currency for internal trade. A continuously favourable balance of 
trade does not mean that the country will never need to contract 
currency. The obligation to sell gold will be effective whenever 
the currency needs to be contracted or whenever the purchasing 
power of currency tends to fall below that of its fixed gold 
equivalent and not merely when India requires to sell gold for 
use abroad. 

The second main difference. 

The second distinguishing feature of the Gold Bullion Standard 
is that unlike our monetary standard in pre-war days it is not a 
dependent standard. Under it, our currency will be linked not with 
any foreign currency but directly with gold. It avoids the mistake 
committed by the authors of our pre-war currency system of “linking 
the maintenance” of our standard of value “ with the incidental and 
varying circumstances of exchange,” and of placing it at the mercy of 
currency and credit changes in England. It is a mark of superior 
and not inferior status, for only the great nations of the world are 
operating the gold bullion standard to-day, the smaller one working 
on a gold-exchange system.* 

The third distinguishing feature. 

There is another fundamental difference between our pre-war 
exchange standard and the Gold Bullion standard. The pre-war 




’See ‘ The Statist’ of November 6, I9i6 page 697. 
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system of Indian currency impeded the automatic working of the 
natural correctives to favourable and unfavourable exchange; while 
the Gold Bullion standard is more effective in this respect than even a 
Gold Currency standard. When the United States has a favourable 
trade balance and gold flows from London to New York in adjustment 
of this balance, gold prices tends to rise in the United States and fall 
in England. This stimulates exports from England to the United 
States and tends in its turn to bring about a rate of exchange, 
favourable to London. When India had a favourable trade 
balance, the sale of council drafts tended to raise prices in India 
but did not produce a fall of prices in England as gold did not 
leave England. Similarly, even when currency was contracted 
by the sale of reverse councils at times of weakening exchange, 
no additional gold flowed into the United Kingdom with 
the result that prices in England did not tend to rise. As now 
admitted by Sir James Brunyate, “ a correctly operating system for 
remedying exchange should be not only deflationary in its local effect 
but also inflationary in its external effect.”* This essential require¬ 
ment was not met by the issue of sterling or gold credits under the 
exchange standard but is met by the export cf gold under the gold 
bullion standard. 

The fourth essential difference. 

Another important difference between our pre-war exchange 
standard and the gold bullion standard lies in the fact that the 
latter relieves us from the en^barrassment of providing a large reserve 
in silver. Our notes are today convertible in silver rupees which 
are of no use for payments abroad ; the new notes of the Reserve 
Bank will be convertible into gold — a universally accep¬ 
table commodity. To ensure convertibility, the currency authority 
today .ocks up a large part of its reserves in silver coin or bullion 
to achieve the same objects the Reserve Bank shall have to accum- 
mulate substantial reserves in gold. So long as notes are convertible 
on!y m iupees, the rupee is the real standard of value ; when 
both rupees and notes are freely convertible into gold, gold will be 
the standard of value. So long as notes are convertible only in 
silver coins it wil be difficult, if not impossible, to accumulate 
sufficient gold to embark safe y on a gold currency standard ; when 
on the other hand, the gold bullion standard under which notes will 
be backed by gold is in working order for a few years, it will be 
an easy matter to introduce a gold currency if the demand for ,t persists. 

' See page 501 Vol. Ill Appendices to the Report. 
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One of the main obstacles that stands in the way of introducing a 
gold currency today is the large amount of silver in the reserves; 
that is a legacy of our pre-war exchange system. The gold 
bullion standard will leave no such embarrassing legacy behind. 


The real tests of an effective gold standard. 

It is wrong to call this automatic Gold. Bullion Standard 
an exchange standard only because gold is not in circulation as 
currency. This is to forget that the internal currency is freely con¬ 
vertible. into gold internally and not merely into gold exchange 
externally. Mr. Benjamin Strong, the Governor of the Federal Reserve 
Bank of New York warned the Commissioners against the danger of 
“ our attributing rather conventional or proforma meaning to the 
words “gold standard” and “gold exchange standard”, and emphasised 
rightly that the “ essential elements of a full gold standard are 
complete convertibility of the note issue into gold, an absolutely free 
gold market, an unfettered foreign exchange market, and a banking 
system which effectively assimilates gold imports and regulates the 
consequences of gold exports. Actual circulation of gold coin or 
its equivalent has been a usual feature of a complete gold standard, 
but is in no sense essential thereto, and as a constituent of the 
circulating medium, gold coin was becoming steadily less significant 
in the years preceding the world war.” Judged by the tests 
laid down by this high authority, our pre-war gold exchange stan¬ 
dard was not a gold standard; while the standard recommended by 
the Commissioners has every right to be called a full gold standard. 

The peculiar virtue of\the pre-war gold standard in England 
did not lie in the fact that England had a gold coin in circulation, 
but in the fact that all other kinds of money in use in England were 
ultimately convertible into gold money and its gold money was 
k itself convertible, by melting or export, into ordinary gold bullion. 
The merit of the Gold Bullion standard is that it provides for the 
convertibility of currency directly into gold bullion without the 
intervention of a gold coin. In respect of effective convertibility, it is 
thus actually superior to a gold currency standard. 

Let me at this stage invite the attention of the public to the 
following Remarks of Prof. Gustav Cassel, the well known currency 
expert who has taken considerable part in the various schemes 
of monetary reconstruction in the world:—*“A gold standard is 
in its essence an abstract standard where the price of gold 
has heen fixed, not absolutely, but so far that variations of 
the price \are restricted within very narrow limits. This is 
the Same fa to say that the unit of the currency has an 
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pproxiir.ately fixed gold value. The fact that the unit of the 
currency is in such a Way connected with gold is what essentially 
characterises the gold standard. All other traditional attributes 
of the gold standard are of entirely subordinate importance. After 
the great revolution in the world’s monetary systems, the fixed 
gold parity stands out more clearly than ever as the only lasting 
and necessary feature of the gold standard. I he new currency 
system of Englad is an expression for that purification of the con¬ 
ception of the gold standard which has now taken place. According 
to this view, a rupee stabilised at the value of Is. 6d. is assentially 
a gold standard. 1 o combine the introduction of such a gold 
standard with a series of measures of a merely conventional character 
is, in fact, to go back to the ideas of the gold standard which 
prevailed in the monetary reforms of the ‘seventees’ of the last 
century. Among unnecessary accessories of the gold standard 
is particularly to be reckoned the introduction of gold coins in the 
circulation. Sweden has never allowed herself such a luxury 
and still has always been able to maintain her gold standard in 
a veiy satisfactory state, except for the period of war disturbances. 
India ought to refrain from the use of gold as a circulating medium 
not only because it is toe expensive, but also because an Indian 
demand tor gold for that purpose would, as explained above, 
mean an intolerable aggravation of the scarcity of gold for the 
world at large. 


Misconceptions. 


One of the critics of the new proposal believes that 
Mi. Lindsay s Gold Exchange System is essentially the same as 
the Gold Bullion Standard. But notes and rupees were not 
iecly convertible into gold inside the country under the Lindsay 
scheme ; they are under the Gold Bullion Standard. The substitu¬ 
tion ol sterling money for gold bars marks a fundamental difference, the 
one makes the rate of exchange the test of deficiency or redundency 
ol the currency ; the other the “deviation in the internal purchasing 
power of the monetary unit from its parity with gold.” 

1 he pre-war Gold Exchange System is rightly described as a" sys¬ 
tem of inconvertible money ”, but the Gold Bullion Standard must not be 
confounded with the Exchange System and placed in the category of 
inconvertible money. Under the Gold Exchange System, out cur¬ 
rency notes were really inconvertible, being convertible only into 
inconvertible notes printed on silver; but the Gold Bullion 
. * in -3rd makes the notes convertible into gold bullion instead of 
into inconvertible token coins of silver and so attaches to them. 
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tibility then they ever had since silver ceased to be a reliable 
standard of value’*. To say then that “the Currency Commission 
of 1926 advises us to start with inconvertible notes” is either a 
perversion of language or a misrepresentation of the Commission’s 
recommendation. To call notes convertible into gold bullion “ incon¬ 
vertible,” is to give a dog a bad name and hang him. To place 
convertibility into gold bars on a par with convertibility into acres 
of land, maunds of wheat or tons of coal is ridiculous *; to borrow 
the favourite expression of a critic the distinction is pointed out 

even in elementary text-books of economics for beginners”. 
Convertibility of currency into gold bars serves the same essen¬ 
tial purpose as its convertibility into gold coins ; both maintain 
parity between the purchasing power of gold and the purchasing 
power of the unit of currency ; both secure automatic expansion and 
contraction of currency. If it is true that “there has been resto¬ 
ration of Gold Standard in England in the sense that English 
paper money is convertible into gold bars;” it cannot be denied 
that the Gold Bullion Standard recommended by the Commission 
will establish in India as good a Gold Standard as England has 
at present, and that our notes under the Gold Bullion Standard 
will be no more inconvertible that the Bank of England notes are 
under the Gold Act of 1925. It is true that the holder of a 
ten-rupee note will not be able to convert it into gold directly 
at the Currency Office ; but similar is the position of the holder 
of a pound-note in England. But as Dr. Cannan points out in 
a letter to the present writer, “there is no difficulty about collecting 
large numbers of these units, and then conversion becomes worth 
while. If ten thousand rupees (23,000 under the Commission’s 
recommendation) are convertible, that will secure that each of the 
ten thousand is worth whatever the conversion rate prescribes.” 

The chief merit of the genuine Gold Standard undoubtedly is 
that “it works automatically”; but in this respect the Gold Bullion 
Standard i? as automatic and therefore as genuine as the Gold 
Currency Standard. 

Dr. Cannan’s authority is sometimes cited in favour of the 
erroneous views that there is no essential difference between our pre¬ 
war exchange standard and the Gold Bullion standard*. As a matter 
of fact what Prof. Cannan said in his evidence was something quite 
dilferent, as the following extract from his evidence will show :— 

Q 13,209. Will you explain to us in what respects the gold 

currency standard is simpler and less liable to be broken 

» ‘See &rij Narain’a Indian Currency Reform PP 6. 
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down ?——I should have thought it was fairly obvious why 
it is simpler’. 


Q 13,210. If I may suggest a comparison, not with the system 
which has hitherto prevailed in India ’ hut with a simple 
gold exchange standard based upon an obligation on the part 
of the Central Bank to buy and sell at fixed rates the moans of 

international payment, what would you say to that?-1 

think when you get on to the bare bones of the gold exchange 
system there is very little difference between the two. Some 
people say that this country is on a gold exchange standard 
system now. 

Q 1 3,211. 7 hen I rather take your answer to mean that if the 

gold exchange system is defined with sufficient precision and 
reduced to its most scientific minimum, there is, in your opinion, 
no great difference in simplicity between that and the gold 
currency standard’ ?—‘ There is not really, but I doubt very 
much whether the ordinary person will be able to understand it 
as well even then. 

To a certain extent the confusion of Gold Bullion Standard 
with our pre-war exchange standard is due to a difference of opinion 
in the matter of nomenclature. An Indian critic prefers to call the 
present English Gold Standard an inconvertible paper standard; 

Gregory calls it "a Gold-Exchange Standard” in his “Return 
to Gold ; [)r. Cannan considers the application of the term Gold- 
.Exchange Standard to the English Standard as unsatisfactory “be¬ 
cause it has other associations and the “gold” in it was some foreign 
currency based on gold, rather than gold as such.” (Economic 
/ouma/ Dec.^ 1925); the Currency Commission names it as a Gold 
bullion Standard. Call it by whatever name you will, the funda- 
menla. questions are: Whether it will give us as stable a standard 
ol value as a gold currency in circulation; whether it will be as 
automatic in its working. So long it satisfies these two essential 
tests, it matters little what name you give it. 
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IV 

CONTRACTION OF CURRENCY 

UNDER 

THE GOLD BULLION STANDARD.* 

Attempts have been made to belittle the virtues of the Gold 
Bullion Standard on the ground that it provides for contraction of 
currency not for ‘all purposes’ but only “for export”. The 

critics contend that this is the real meaning of paragraphs 64 
and 150 and Schedule 1 of the Report. A careful perusal 

of the references cited will show that there is nothing in them to 

justify the critics’ inferences. Paras 64 and 150 deal with the 
rates, for buying and selling gold and aim at finding out the rates 
that will prevent “ the currency authority from becoming the 

cheapest market for gold in India in all ordinary circumstances,’’ 
and so “ practically destroying the wholesale bullion market.” 
In order to achieve this object (and not avoid the internal conver¬ 
tibility of the currency) the Commissioners propose “ to fix the 
selling prices of gold at rates which will enable the Bank to replenish 
its stock of gold without loss by importation from London.” It is 
oily tq ensure the internal convertibility of rupees and notes that the 
Bank will have to replenish its stock of gold in this way. Refusal 
to sell gold at a price ecactly corresponding to the par value of the: 
rupee does not at all imply refusal to concert rupees and notes 
into gold at rates “ which will enable the Bank to replenish its 
stock of gold without loss by importation from London.” 1 he 
Commission objects to the first but agrees to the second. At the 
rates recommended “ the gold bars are to be given in exchange for 
notes or silver rupees, not for export only but for any purpose and 
when at these rates “ gold bars are gioen by the currency authority 
for notes or rupees, the currency is contracted.” This is what 
para. 60 read with para. 64 really means. Nor does the sentence, 
“the reserves exist to assure the maintenance at parity with fjold of 
the ‘purchasing power of the monetary unit, i.e.,to meet purely mone¬ 
tary needs "mean, as a critic assumes it to mean, that these reserves 
exist only to maintain ihf 4 external value of the currency. The 
expression “ the puiUla-slng power of the monetary unit” means the 
purchasing povvA of the rupee, ‘ bo f h internally and externally’, as 
is explicity stated in,paragraph 114. Of the two, the Commission 

* See Brij Nirain's IhJian Currency Reform Char ter !l Part I. 
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considers the internal stability of the rupee as the more important ; 
for “internal stability is the main factor to achieve external stability 
(para. 115.) ? f the purchasing power of the rupee falls below 
that of its gold equivalent, the only way to restore its parity with 
gold is to contract the currency; that is the time when the gold ^serves 
will be utilised for withdrawing currency. If people want bullion 
not because currency is redundant but because they need it for non 
monetary purposes, they must buy it from the bullion market at the 
market rate or from the the currency authority at rates which will 
enable it “ to replenish its stock of gold without loss by importation 
from London.” The currency authority is to keep reserves not in 
order to meet the bullion needs of India but in order to 
withdraw currency when it is in excess of the country s 
requirements or rather when its purchasing power tends to fall 
below that of its bullion equivalent. If under any circumstances 
people call upon it to meet their bullion needs, it can only do so by 
importing gold from abroad and will therefore charge rates which 
will ordinarily make it more profitable for people to buy gold from 
the bullion market. 


Relevent extracts. 

Perhaps the best way to set the doubts of the public at 
rest on this point is to let the following extracts from the Report 
speak for themselves:— 

Paragraph 54:—The essence of the proposal which we 
proceed to develop is that the ordinary medium of circulation in 
India should remain as at present the currency note and the 
silver rupee, and that the stability of the currency in terms of 
gold should be secured by making the currency directly convertible 
into gold for all purposes, but that gold should not circulate as 
money. 

Paragraph 58:—T. he obligation is to convert the currency, 
not merely into foreign exchange , but into metallic gold, and it is an 
obligation that is not, as formerly conditional and circumscribed, but 
absolute and unlimited 0 

Paragraph 59;—We propose that an obligation be imposed 
by Statute on the currency authority to buy and sell gold without 
limit at rates determined with reference to a fixed gold parity 
of the rupee but in quantities of not less than 400 fine 
ounces, no limitation being imposed as to the purpose for 
'which the gold is required. The fulfilment by the currency 
authority 0 f this obligation will secure the stability of the 
gold value of the rupee, and the stability of exchange within 
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w old points corresponding to the selected parity. Gold 
thus made the standard of value. The rupee is linked to gold 
and not to sterling or to any other currency or group of currencies. 

Para 69:—Since gold bars are to be given in exchange 
for notes or silver rupees, not for export only y but tor any 
purpose, this is not an exchange standard; it is an absolute 
gold standard. Nevertheless the compensatory mechanism of the 
exchanges is preserved, because gold bars are not currency, When 
gold bars are given by the currency authority for notes or rupees, 
the currency is'contracted, while, on the other hand, when gold bars 
are given to the currency authority for notes or rupees, the currency 
is expanded. 

Para 61:—The statutory obligation to buy and sell gold 
for rupees without limit at a prescribed parity for the first time 
in the history of the rupee will base it on gold firmly, and in a 
manner that is conspicuously visible. It establishes the principle that 
gold is the standard of Indian currency at a fixed ratio, that the 
currency authority admits it, and must maintain it. 


Para 64:—If the currency authority were compelled to sell 
gold at a price exactly corresponding to the par value of the rupee, 
it would at once become the cheapest market for gold in 
India in all ordinary circumstances, for a selling price so determined 
would take no account of the costs of importation nor of any 
deviation in the value of the currency from its gold parity. Apart 
from practically destroying the wholesale bullion market, the currency 
authority would inevitably become involved in the performance 

of a task which does not properly belong to it..,It is esseniial, 

therefore, that the condition which are to govern the sale of gold by 
the currency authority should be so framed as to free it in normal 
circmstances from the task of supplying gold for non-monetary 
purposes. In order to achieve this object we propose to fix the 
selling prices of gold at rates which will enable the Bank to replenish 
its stock of gold without loss by importation from London. 
Thus, when exchange is at the upper gold point the selling 
price for delivery at Bombay will be the par value i.e. Rs. 21 
as 3 ps. 10 per tola. When exchange is below this point, the 
Bank will be required to sell gold for delivery in London or 
Bombay, at the option of the purchaser, at certain notified 
prices. 


Para 150 : — The Bank shall sell to any person who 
makes a demand in that behalf at its offices at Bombay, Calcutta 
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uk madras, during the office hours of the Bank, and pays the 
purchase price in any legal tender money, gold bullion for delivery 
at its Bombay Office at the price of Rs. 21 as. 3 ps. 10 per tola 
of fine gold, but only in the form of bars containing approximately 
400 ozs of fine gold. Provided that whenever the market rate for the 
selling price of telegraphic transfer on London is less than the upper 
gold point of exchange as defined below, the Bank shall sell gold 
as aforesaid for delivery at its office at Bombay or in London at 
the option of the purchaser at prices hereinafter called the notified 
prices.’ * 

Para 3 schedule 1 :—It cannnot be assumed that, in the case 
of India, gold movements can be confined to those for purely 
monetary purposes; unless, therefore, the Central Bank is relieved 
of the necessity of supplying gold within the two gold points 
of the exchange, it would be exposed to a constant drain upon 
its gold reserves for purposes other than those for which they are 
held. . . . The reserves exist to assure the maintenance at parity 
with gold of the purchasing power of monetary unit, t.e., to meet 
purely monetary needs. It is evident that, if they can be drawn 
upon in the ordinary course to satisfy non-monetary purposes to 
anything but a minor extent, the bank’s primary task, viz., to 

maintain the external value of the currency, will be jeopardised. 

Para 3 schedule I—“ It is required so to frame the bank’s 
obligation to sell gold as to make it unprofitable for gold to be 

bought from it except in circumstances in which it would be 

profitable to do so for purely monetary purposes. 

In reading schedule I, specially its first paragraph, it should 
be borne in mind that except as to the method of computing the 
buying and selling rates, it is not a part of the Report ; that 
it cannot be considered as a part of the formal exposition of 

S L ! , on , stan dard by the commission ; and that the 
reason why only the movements of gold between one gold standard 
country and others are considered in the first paragraph and nothing 
is said about the m-flow and outflow of gold due to changes in 
the internal demands for currency is that only the former were 
relevant to the purpose in hand, viz. the computation of buying 
and selling rates necessary for the purpose of preventing the cur- 
iency authority from becoming the cheapest market for gold. 

The primary task of the bank. 

Evidently the critics have been misled by the sentence, “the 
Bank s primary task viz, to maintain the external value of the currency, 
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will be jeopardised’ 4 in para 3 of the schedule I into thinking that 
the maintenance at parity with gold of the internal purchasing power 
of the money unit is not intended to be one of the primary functions 
of the Bank and that the obligation to sell gold rs intended only for 
securing the external value of the rupee. But in order to find out 
what is intended to be “the primary task of the Bank” we must go 
not to schedule I but to para 1 14 of the Report, which bears the 
heading “The Primary Task of the Bank”. It reads as follows:— 
“The goal of all monetary policy is the achievement of stability of 
the purchasing power of the monetary unit, and the condition under 
which the sole right of note-issue is entrusted to the Bank must 
clearly be the obligation to maintain stable the purchasing power ^of 
the rupee, both internally and externally . This stability will find 
expression, internally in the stability of the general level of commodity 
prices, and externally in the stability of the purchasing power of 
the monetary unit in relation to gold .... To assure this stability, 
it is indispensable that the obligation should be put upon the bank at 
all times to buy and sell gold at fixed prices which are laid down in 
the charter.” This explicit statement ought to set at rest the 
doubts of sceptics on this point. 

Para 115 of the report. 

The following sentence in para 1 I 5 of the Report has led one 
of the critics 5 * to argue that the Commissioners themselves do not 
believe that currency will need to be contracted except in times of 
weakening change : —“ And if the exchanges are stable and keep 
within the upper and lower gold points set by the fixation of the 
price at which the Reserve Bank undertakes to buy or sell 
gold, it will not be called upon either to buy or sell gold/’ 
A reference to para 115 of the Report will convince even 
a superficial reader that this sentence, read with the context , means 
something quite different from what the critic suggests. The con¬ 
cluding three sentences of theparagraph in question read as follows:— 
“ It clearly follows that stability of internal prices in relation to 
the world level of gold prices will prevent those repercussions, and 
will therefore prevent instability of the external value of the mone¬ 
tary unit, that is, of the exchanges. And if the exchanges are 
stable, and keep v/ithin the upper or lower gold points set by the 
fixation of the price at which the Reserve Bank undertakes to buy 
and sell gold, it will not be called upon either to buy or sell gold. 
Provided, therefore, the Bank follows a judicious policy of limiting 


* See Brij Narains Indian Currency Reform page 5. 
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crre monetary circulation to the actual need of the country by an 
apropriate credit policy, and so keeps the internal value of the rupee 
stable, the obligation to buy and the sell gold will ctruse it no embar¬ 
rassment.” It is plain that far from under-rating stability ot the 
internal value of the, rupee, the Commission has emphasised its 
importance over, and over again. And no one can argue with any 
show of reason that curacy should be contracted or gold given in 
exchange for rupees when, both the internal and external value ot 
the rupee remain stabje.. ... 

' > Virtue of convertibility. V- 

It is perfectly true that if “ the Bank follows a judicious 
policy of limiting the monetary circulation to the actual needs of the 
country by an appropriate credit policy and so keeps the interna! 
value of the rupee stable (Para 115), there will be no need, except 
sometimes for the purpose of export, to convert rupees and notes into 
gold bullion. But what will co'mpel the Bank to keep straight- 01 
to realise forcibly the consequences of-, an injudicious policy . 
Precisely, this obligation to convert currency freely into gold. 
Convertibility is a safety valve; the fact that when things are 
managed wisely, there is no need for it, is no argument for denying 
that good management is ensured precisely because of the safety 
valve. It is convertibility at fixed rates, whatever the rates may be, 
that makes the gold bullion standard as ‘ knave proof ’ and ‘ fool¬ 
proof’ as a gold currency standard can ever be. It is precisely 
because of this reason that the commission explicitly states that To 
assure this stability (internal and external) it is indispensable that 
the obligation should be put upon the Bank at all (times to buy ahd 
sell gold at fixed prices which are laid down in thte • charter (para 

114). V. 
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A GOLD CURRENCY AND THE RATE FQR, CONVERSION. 

Perhaps the best way to appreciate the reasons for the Commis¬ 
sion’s recommendation regarding these rates of\conversion is to 
suppose fo\ a moment that rupees and notes are'made freely con¬ 
vertible into gold coin, instead of gold hull ion. Will the critics 
then think of charging no seigniorage or so fixing the rates of 
conversion as to make the currency authority “ tire cheapest market 
for gold in India in all ordinary circumstances?” Will they not so 
frame the conditions governing the conversion of rupees and notes 
into gold coin as to free the currency authority” in normal circums-, 
tances from The task of supplying gold for noh-monetary purposes 
and fix such rates of conversion ‘ as will enable the Bank to 
replenish its stock of gold without Joss by importation from London., 
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Concluding remarks. 

But granting for the sake of argument that the Schedule I is so 
framed as to deprive us of an honest Gold Bullion Standard, is that 
an adequate reason for insisting on a Gold Currency? Is it im¬ 
possible for the Indian Legislature 'o secure a full and free conver¬ 
tibility of our curency into gold bullion for all purposes?. Cannot 
our legislators reject all that may be objectional in Schedule I and 
accept the rest of the recommendations in parts 2 and 3 of the 
Report ? If the critics’ sole objection to the Commission’s 
scheme lies in the provisions of paras 64 and 150 and Schedule I, 
let them suggest an amendment to Schedule I instead of condemning 
the principle of the Gold Bullion Standard. 
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THE QUESTION OF A GOLD CURRENCY. 

The Currency Commissioners have unanimously rejected the 
scheme for the immediate introduction of a gold currency in India. 

The grounds on which they base their decision have been the 
subject of adverse comment in the country. A portion of the 
evidence of Mr. Montagu Norman, the Governor of the Bank of 
England, has been quoted in support of the view that a gold 
currency is not a sign of backward civilisation and will not be re¬ 
garded as such in the future.* It is argued that the suggestion of “our 
Currency Commission that the change to gold is likely to upset the 
gold standard of the United States is non-sensical.” It is maintained 
that the evidence of Dr. Sprague shows that the amount 
of gold required for the introduction of a gold currency in 
India, could easily be withdrawn from the United States 
without necessitating credit contractions and lower prices; 

und that England could spare some portions of its gold for us if 
it only chooses to take the risk of postponing amalgamation of the 
noies of the Bank of England and of the Treasury, a diminu¬ 
tion in the supply of credit, a rise in the rate of interest, and a 
general fall of gold prices. It is suggested that “our Currency Com¬ 
missioners have much^exaggerated the effect of the reaction on India 
o a all in gold prices . It is further contended that Mr. Denning’s 
assumption that the price of silver was not likely to fall below 24d. 
by the sale of India s surplus silver amounting to three times the 
worid s annual production is correct, because the experience of 
Germany between 1871-79 shows that the sale of 3J kilograms of 
shyer during these nine years produced a fall of only 15 percent, in its 
price, inspite of some other circumstances which tended to-accentuate 
the tall Finally, it is said that it is possible to have an effective gold 
standard in India by merely stopping the minting of rupees and keep- 
\ * e m ’”ts ^>pen to the free coinage of gold- without providing for 

the convertibility of our currency into gold ■or limiting the .legal 
folder character of the rupee.! ' \ ' 

\ ' v The first proposition. ( \ 

'it is difficult to see how the quotation from the evidence of the 
Right Honourable Montagu Norman is tehvent lY the taain 
reason for the recommendations of v tlje Commission. *Jhe V 

* See Brij fsjarain’s India Currency Reform f$att I. \ * 1 

fSee the resolution of the Indian Commercial Congress. v \ 

■' ■> v V 

V ■ s V v ^ 





Commissioners have never said that the circulation of gold is regarded 
by all experts as a sign of backward civilisation; nor have they said 
anywhere that it will be regarded as such after Mr. Montagu 
Norman’s life-time. The exact words used by them are:— some 
high authorities have expressed the view that the circulation 
of gold is beginning to be regarded as a sign of backward civilisation. 
It may well be that, when India is in a position to introduce 
gold in circulation, she will reject it as an obsolete idea, and 
will finally close the door which we have now propose to 
leave ajar ; but that is a matter which we have neither the desire 
nor the capacity to forejudge” (Vide para. 5/ of the Report) » s 
practical men, they were concerned with what was immediately 
feasible and not what w'as practicable in the remote future or 
after the life-time of Mr. Montagu Norman. On this narrow issue, 
Mr. Montagu Norman’s evidence is emphatically against the 
immediate introduction of a gold currency and not in favour of it. He 
explicitly states, “I rather suspect that so far as India is concerned, it 
(the time for the resumption of gold coinage) is equally remote . 
And even if the introduction of gold coinage be a sign of that 
prosperity which Mr. Montagu Norman trusted that England may 
reach again after his life-time, can it be seriously contended by any 
body that India has already attained that prosperity which England 
might reach in the distant future? ' 

But apart from this reasoning, are the critics sure that they are 
right in inferring from Mr. Montagu Norman s replies to questions 
13,689 to 13,692 that he is opposed to the view that the circula¬ 
tion of gold is beginning to be regarded as a sign of backward 
civilisation.? They will find themselves cruelly disillusioned by read¬ 
ing the following extract from Mr. Montagu Norman s evidence:-— 
Q 14,451. (Sir Reginald Mant) Mr. Governor, may 1 refer for 
a moment to your dream, in which you look forward to the 
restoration of gold circulation in this country. We have 
received a good deal of the evidence to the effect that gold 
circulation is not a desirable thing, and that the present currency 
system in this country is theoretically preferable. Sir C-harles 
Addis referred to it just now. Some of the advocates of the 
introduction of a gold circulation in India have said thaj they 
only regarded it as a temporary phase—that they regarded a 
note circulation as the ideal circulation and that they proposed 
to introduce gold currency in India with a view eventually to 
withdrawing it and reverting to a note circulation. Can you tell 
us why you regard gold circulation as an advisable thing in 

itself?—(Mr. Moniagu Norman ) / do n °t think * do. 
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452. I thought you did No, I do not think I said so. 
When 1 was asked as to the possibilities of a gold currency in 
this country, I said that beyond my life-time conduions nnght 
make for its return so to speak, naturally and automatically 
though my personal belief was that* gold currency would come 
to be looked upon almost a .sign of backwardness as well as 
being uneconomic, and that at any rate the generation o \ 
most of us in this room belong would not desire again o ) 
sovereigns in our pockets in preference to more convereen 
notes. That is my feeling. 

Q 14,453. “ Then your dream will never be fulfilled lea 

not’ say. I do not attempt to .prophesy as to what will happen 
after our life-time. If I had my personal choice, -L should 
always prefer to carry the convenient note rather than actual 
coin, and I think it has economic advantages as well. 

0 14,454. “ I thought from your previous replies that you 

considered gold currency a desirable thing “ No, / do no 
think / said that. You can see what 1 did say. Have 1 
answered you now? 

Q 14,555. Yes, 1 think you have made it quite clear. 


The second proposition. 

As to the second proposition, the passage on which the critics 
base this indictment against the Commission is capable of a different 
interpretation, which will give to the whole paragraph from which they 
quote, a meaning quite consistent with the evidence ot the American 
witnesses, to which a specific reference is made by the Commission. 
What the American evidence led the Commission to believe is not t at 
the change to gold in India would be likely to lead to & breakdown 
of the gold standard both in United States and Europe but that it 
can only be accomplished at the cost of insecurity to those countries 
which have restored their monetary standards, k and at the risk of delay 
to those countries which are now seeking with reasonable promise 
to do so”. Any fair-minded reader who reads the following 
extract from the evidence of Prof. Hollander, one of the American 
witnesses, with the relevent passage from paragraph 53 of the 
Report, reproduced below, will easily see that this is the on y 
reasonable interpretation to put on the passage in question : ~ 

(Prof. Hollander)—“It is possible, however, I think to 
summarise it in the statement, to which there would be general assent, 
that at this particular time, and through the only channels practically 
available, the drawing into India of the amount of gold proposed, 
can only be accomplished at the cost ol insecurity to those countru ^ 
which have restored their monetary standards, and e 

\ • i . \ v* . \ 
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countries which are now seeking 
to do so, and that this uncertainty 
produce higher interest rates, business 
disturbance and economic depression, with inevitable repercussions 
upon the economic well-being and commercial prosperity of India” 
(vide pp. 277 vol. Ill minutes of evidence.) 

Extract from para. 53:—‘‘It seems to us that the acceleration 
would be gained at the cost of risks far too great to be justified. 
We may conjecture that the authors of the scheme would come to 
the same conclusion, after studying the evidence that we have 
received form the United States. Sir Basil Blackett comes to meet 
such a decision when, in the last paragraph of his memorandum, he 
says: ‘If the effect of a decision to attempt the change to gold in 
India is going to be to upset the gold standard in the United 
States or in Europe, India has clearly nothing to gain by 
the attempt”. In our opinion, the attempt would be very likely to 
have the consequence to which he refers. It can only be accompli¬ 
shed at the cost of insecurity to those countries which have restored 
their monetary standards and at the risk of delay to those countries 
which are now seeking with reasonable promise to do so, and this 
uncertainty and delay are likely to produce higher interest rates, 
business disturbance and economic depression, with inevitable re- 
percusion on the economic well-being and commercial prosperity of 
India.” 

The very words used in the concluding sentence are taken 
bodily from Prof. Hollander’s statement. The critics may accuse 
the Commissioners of plagiarism if the wish but they cannot in 
fairness accuse them of meaning anything more than what the 
American witnesses have said. 

The third proposition. 


The third proposition contains a number of assumptions, each 
of which has yet to be proved. Mr. Denning’s scheme involves 
the reduction of the proportion of gold and sterling securities in 
the Reserve to gross note circulation during the transitional period 
of 10 years to 30 percent. Do the critics consider this low 
proportion safe for our currency system? The Commission thought 
that owing to a variety of reasons (Vide paras 39-45) there was an 
element of uncertainty in Mr. Denning’s estimate of the amount of 
gold required for giving effect to the scheme, and that it was im¬ 
possible to be sure that the additional demands for gold could be 
spread over a period of 10 years. The critics assume otherw ise, for 
what reasons, they omit to state. So disinterested an expert as 
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Prof. Gustav Cassel finds fault with each of these estimates; he 
considers it unsatisfactory to calculate the gold requirements for the 
reserve on the basis of the presen. note circulation, and thinks that v 
“ the 30 percent, gold reserve required according to the scheme 
would at the end of 10 years represent not 56 9 crores but 113 8 
crores”; he estimates the minimum amount of fresh gold required at the 
introduction of the scheme at three times the sum calculated by Mr. 
Denning; and concludes by saying * that the extra demand fc gold 
caused by the proposed monetary reform could easily attain a iigure 
several times higher tlian that assumed in the scheme—roughly 
about four years’ world production of gold’*^ 1 his Jine of.argument 
further assumes that India in the only 's country whose demand.^ 
for gold is to be satisfied by the U nitetj States', or that the amolipt of \ 
free gold available in the United States is so mudh in excess 
of probable requirements of other countries for monetary recons¬ 
truction that 500 million dollars could easily be spared for 
India without leading to a fall of gold prices. The statement of 
Dr. Sprague, far from supporting this assumption, explicitly confirms 
the Commission’s view that the stock of free gold in America 
cannot be regarded as superfluous if the probable requirements of 
other countries for monetary reconstruction and also the internal 
absorption of gold for the growing needs of the United States itself 
are kept in mind (Vide para 38), as can easily be seen from the 
following extract from his evidence :— \ \\ 

Q 15,293.......I have given a figure of free gold in the United States 

which\njay appear to you large ..but this total of between a 
billion and a billion and a half of free gold does not appear to 
me to be large, when taken in relation to probable gold re¬ 
quirements throughout the world during the next 10 or 15 

years.It does not appear o me that the gold position is 

such as will warrant one in assuming that very stable prices can 
be maintained if as large a draft is to be made upon gold 
supplies as seems to be involved in the plan under considera¬ 
tion”.(Vide pp. 295-6 296 vol. V. Evidence). 

Q 15,313. . . “I am opposed surely to a gold currency for India, 
and indeed for any other country, because I consider that that 
is a backward step in monetary practice and I do not believe 
that there is sufficient gold available in the world to provide 
a gold currency and maintain something like the present level of 
prices.” 

Nor is it fair to the American witnesses to take a portion of 
their evidence, and base upon it a charge that their unwillingness 
to grant credits to India for the introduction of a gold currency was 
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solely to their anxiety for the silver industry. Here is an extract 
from Prof. Hollander’s evidence, which gives a different complexion 
to the whole affair. 

Q 15,270...“If this were the only consideration involved, if 

it were clearly evident that this was a plan of great importance 
to the people of India, enabling them to realise something 
in monetary stability and further their industrial development, 
and was the only means of bringing that about, 1 think a very 
strong case might be made out in r the United States among in¬ 
vestors and perhaps with Government for sacrificing the silver 
industry. It is perhaps unfortunate to have introduced the silver 
problem at the outset, for it is by no means our only consideration, 
since we take definitely the position that even if the silver 
industry were not in question, we doubt whether a loan for 
the adoption of this particular plan would prove acceptable to 
the United States, because of other quite distinctive monetary 
defects in the plan that will be brought out a little later. . . . 
This silver matter is in a sense incidental. I am quite frank to say 
that in our first examination of the plan, the silver factor figured 
very large; but as we studied the plan more in detail and 
considered how we thought it would work, the silver matter 
faded rather in the background.” 

Be that, however, as it may, the refusal of the United States 
to give a loan to India for reasons of her own, national or inter¬ 
national, or the unwillingness of the United Kingdom to take the 
risk of possible credit contraction, higher interest rates and a fall of 
prices, does not and cannot prove that the Commissioners were 
guilty of sacrificing India’s interest to those of other countries, One 
of the severest of critics admits that “ one could not quarrel with the 
Currency Comissioners, if they had condemned the scheme on the 
ground that it could not be worked without the assistance of the 
authorities in England and New York, which has been refused. ’ 
This is precisely what the Commissioners have urged as one of 
their reasons for rejecting the scheme. Let the following extract 
speak for itself:—“ In these circumstances it appears that insuperable 
difficulties would be encountered in obtaining the necessary credits. 
It must be pointed out that before adopting this proposal or any 
other proposal for the introduction of a gold currency into India, the 
authorities responsible for the scheme must be certain beyond the 
possibility of a doubt that they can carry the scheme through. For 
that purpose, they must be assured that they can obtain the amount of 
gold required. 1 he evidence which we have received prevents any 
such assurance. _Jn view of that evidence, we are confident that 

• Prof, Brij Naroin. 
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those responsible tor the scheme under consideration would be the first 
to recognise that the external conditions which are essential for the y 
success of the scheme at the present time are not fulfilled.” 

(para 51). ' 

The Fourth proposition. ' v • 

A critic* accuses the Commissioners of having exaggerated 
the effect of the reaction on India of a fall in gold prices and 
quotes in his support the reply of Mr. Montagu Norman *o y 
question / 3,673. Had he cared to read a little further, he would 
have found to his surprise that the opinion of the Commission on 
this point is precisely the same as that of the Governor of the Bank. 
of England. The relevent portion of liis evidence reads as 
follows:— 

Q 13,676. Assuming a general fall in gold prices as a result of 

this fresh demand for gold, what would be the reaction , 

upon India as one unit in the world’s trade system of ^ 
such a general fall in gold prices.” Would it be adverse or , 

beneficial?—A fall in gold prices would, on balance, be, I \ 
believe, unfavourable to India, but as indicated in my, previous \\ 
answer, I think the effect would be mitigated, as compared with 
with other countries, by India’s favourable balance of payments,\ 
and the advantage she enjoys in the quasi-monopolistic nature \ 
of her exports. 

And what does the Commission say ? “ In their reaction 

on India as one unit in the world’s trade system, a fall in gold 
prices and a curtailment of credit would, on balance, be unfavourable 
(Para 37). Let the reader judge whether there is any real 
difference between the view of the Commission and the Governor 
of the Bank of England. 

The fifth proposition. 

It is difficult to dogmatise on the future course of silver prices 
in the event of our selling our stock of silver. But such expert 
evidence as has been taken by the Commission, points to the 

conclusion that silver may fall below 24d. The report submitted 
by Arthur Norman and Captain H. A. C. Jension show that 
“it is probable that the price of silver would be at least cut in 
half if the gold currency proposal were put into effect.” Mr. 

Joseph Kitchin thinks in view of several considerations pointed 
out by him in his statement that ”it would be bold to expect an 
average price of 24d» per standard ounce to be secured” (Appendix 
82 Vol. III). Against the recent facts cited by these silver 


# Prof. Brij Narain in The Hindustan Times. 
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perts, one of the critics prefers his own inferences from the 
German experience of 1871 -9. During these years the sale of about 
1 s' times the yearly production of silver produced a fall in 
price of about 15 per cent. Mr. Denning's scheme contemplates 
the sale of three times the world’s supply of gold ; and the 
critic thinks that Mr. Denning is right in assuming a fall in price 
from 33d to 24d or a fall of 27. 3 per cent. But on the 6th of 
August 1926, the date on which the Report was published, the 
London price of silver was 28|d. (cash) and not 33d. Even a 
fall of 27.3 per cent would bring down the value below 24d. And 
this takes no account of the effect of exchange of silver hoards for 
gold or the possible effect on China. As a matter of fact, the price 
of silver actually went down to 24 d. in October 1926, without an 
ounce of silver being sold by Government. The course of silver 
prices has more than justified the fears of the Commission. 


The last proposition. 

The last proposition confounds “effective gold standard ’ with 
limping bimetallism. Unless the currency of a country is freely con¬ 
vertible into gold, there can be no effective gold standard at all. It is 
possible to work the standard suggested in a period of rising world 
prices; but it is not possible to do so in a period of falling world 
prices, for in the absence of any automatic process of contracting 
currency, it will then be impossible to maintain parity between our 
currency and gold. As both the rupee and monur will be unlimited 
legal tender, Gresham’s Law will operate in times of redundancy of 
currency and prevent gold from circulating at all. If, on the other 
hand, world prices show an upward trend, the course suggested 
will provide only a temporary solution, for rupees will have to be 
re-minted as long as the silver coin continues to be the most suitable 
and acceptable medium of exchange. In any case, the standard 
proposal will be far less satisfactory than the gold bullion standard in 
so far as it provides neither for the automatic withdrawal of token 
currency no £ for “the strengthening of gold reserves, at the maximum 
rcte, and to the maximum extent possible under present conditions 
without upsetting prices, incurring excessives expenses, or injuring 
Indian trade by unduly restricting credit. ’ 
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SOME ASPECTS OF THE RATIO CONTROVERSY* 


The battle of the ratio continues to be fought with greater 
vehemence than ever. The Currency League has enlarged its 
object with a view to draw in its fold almost everybody who 
differs from the findings of the Currency Commission and thus 
present a united front to Government. The funny pau of the 
whole show is that men who really d'ffer in vital points are 
speaking from the same platform, and though apparently supporting 
one another are in reality attacking the grounds advanced by 
their own colleagues. On the 21st of November last. Sir Victor 
Sassoon announced that “there was general agreement that gold 
standard and gold currency were not immediately practicable^; 
that they did not wish “to arouse any alarm in foreign countries ; 
and that “the fall of world prices does matter to the well-being of 
the agriculturist.” And yet most of the other speakers of the 
Currency League have openly declared themselves in favour of the 
immediate introduction of an effective gold standard with gold 
currency in circulation. The Currency League has been doing a lot 
of propaganda work over the alleged huge losses to the agriculturist; 
while one of its main supporters is reported to have said that “the 
prices of agricultural produce have not been adjusted to Is. 6d. 
ratio.” How the agriculturist could suffer an actual loss on 
account of the ratio except when prices fall and the cost of 
production remains the same, this merchant-prince never career 
to explain. The ratio question has ail along been the centre 
of agitation and yet one of the best champions of toe Currency 
League has been making frantic appeals to his colleagues “to 
give up this foolish, superfluous, mistaken fight for the ratio in 
favour of the larger question of the standard itself. Ihe worst 
feature of the agitation is the spirit of intolerance it has fostered; 
if you agree with the Currency League, you are dubbed a patriot; 
if you differ, you are accused of having an eye on Government 
favour in case you are young, and of suffering from well-deserved 
decay in case you happen to be old. Instead of educating the 
public in currency matters, the League leaders have either confused 
the lay public by stating all sorts of half truths or misled them into 
thinking that it is the old, old question of England versus Indian 
interests. Ask an average member of the public if he is for stabilising 
at Is. 6d. or “Is. 4d., he will unhesitatingly say, “ Is. 4d.”; ask 


• An address before the Delhi University on the 19th January, 1927 under the 
chairmanship of The Hon’ble Sir Basil Blackett, K.C.S.. 
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lm again if he wants dear bread or dear cloth, he will with equal 
vehemence and honesty of convictions declare himself in favour of 
cheap food and cheap cloth. Ask an average business man or a 
factory owner, “ Do you want a gold coin?” he will jump up and 
say, “ Aye”; question him again and ask, “ Do you want falling 
prices for a longer period?”, he will look with holy horror and cry, 

‘ No, certainly not This is the real measure of education the 
Currency League has given to the public. Politicians and business¬ 
men have an inveterate habit of indulging in special pleadings; and 
amidst their shouts, the voice of the academic economist is only too 
likely to be lost. Yet he must make an attempt, however feeble, to 
make himself heard if he is to remain true to his own work. In a 
series of articles contributed to the local “ Hindustan Times” and 
” The People” of Lahore, I stated as briefly as possible my view 
of the main recommendations of the Royal Commission on Currency; 
but in view of the widespread errors on the question of the rate and the 
spirited controversy over it, let me take this opportunity of dealing 
at some length with some aspects of this ratio controversy. I trust 
that while listening to me you will attempt to brush aside for a while all 
your preconceived notions on the subject, specially your prepossessions 
in favour of the Currency League and your prejudice regarding 
sinister influences from England. 

Effects of a rising or falling rupee. 


At the outset, let me repeat what nnist be familiar to all who 
have read the evidence of the late Prof. Marshall and Sir Robert 
Griffen before the Fowler Commission and what I emphasised 
again in my evidence before the Hilton Young Commission. Other 
thing remaining the same, a deprecia‘ing currency or falling exchange 
tends to stimulate exports and discourage imports. But the advantage 
to the exporters is largely at the expense of the other classes of the 
community and can be only temporary. The common opinion that a 
depreciating exchange was for the benefit of an export trade, rests on 
the natural habit of regarding the interests of the Entrepreneur as co¬ 
extensive with those of the trade. What really happens when a cur¬ 
rency is depreciating is that a person who is under obligations to make 
certain currency payments fixed by definite contracts or by custom, is 
allowed through the change in the value of the currency, to discharge 
those obligations at less cost to himself and less benefit to those who 
are engaged with him in trade. There is no doubt that a fall in the 
value of the currency is a bounty, but it is a bounty not to the 
export trade but to one class in the export trade at the expense of 
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le other classes engaged in it. Just the opposite is the effect of 
an appreciating currency. 

But these effects are only temporary. The depreciating rupee 
is advantageous to exporters only so long as the cost of production 
and prices in India do not rise in terms of rupees. When that 
happens, the bounty will disappear. In other words, there is a 
race between the specific depreciation of the rupee in terms of 
foreign currencies and its general depreciation in terms of commodi¬ 
ties and services. Exports will be stimulated only so long as the 
specific depreciation is greater than the general depreciation. As 
regards National finance, the effect differs in different cases. The 
sterling obligation of the Government of India is really paid by the 
remittance of surplus produce from India, the magnitude of which 
depends upon the value for which the produce could be sold in the 
money obtained outside India. If the fall in exchange is due 
to a rise in the purchasing power of sterling, India will be 
obliged to send a large amount of produce than formerly to meet 
its sterling obligations ; and Government will have to resort to 
increased taxation in some form or the other. Either there must 
be new taxes or the old taxes must be made to command more 
produce by an artificial enhancement of the value of the rupee; 
in either case, the final result is the same ; there will be an increase 
of taxation of the people of India of an entirely unavoidable kind. 
If, on the other hand, sterling prices remain steady and the fall in 
exchange is due todepreciation in the purchasing power of the rupee, 
the same produce will be sent from India as before, though the 
Government may find that owin£ to the depreciation of its money, its 
revenue is insutficient to obtain command of the produce required to 
meet its sterling liabilities. In this case, what is lost by the Indian 
government clearly amounts to a remission of taxation of equal 
amount to the people of India. The problem then is not how to 
increase taxation as compared with what it was before, but how to 
make the taxation equivalent to what it was before. 

Similarly, if the rise in the rupee-sterling exchange is due to 
depreciation of the purchasing power of sterling while the 
Indian rupee prices remain steady, India will part with less of her 
produce in discharge of its commitments abroad. On the other 
hand, if the Indian exchange rises because rupee prices fall while 
sterling prices remain the same, the same amount of produce will be 
sem^as before in discharge of external obligations. But so long as 
the Government revenue in rupees remains the same, it will command 
njore produce than is needed by Government for the discharge of its 
liabilities abroad. In that case Government gains at the expense of 
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the tax-payer who, while giving nominally the same amount of 
rupees as before, in reality parts with a greater purchasing power 
over goods. 

But when once the amount of money realised from taxation 
has adjusted itself to the depreciation or appreciation of the internal 
monetary unit, Government will cease to lose or gain in the cases 
discussed above. For instance, when the tariff valuation of all the 
commodities paying Customs duties rises owing to the depreciation 
of the rupee, Government will realise more rupees from Customs. 
Similarly, rising prices will mean rising incomes and the taxes on 
income will yield more. When business and profits are good be¬ 
cause of rising prices, there may be a larger movement of goods than 
before and the railway earnings may go up. And ir commercial 
undertakings like the railways increase their charges because of 
increase of prices and wages, Government may gain rather than lose. 
Of course, in such a case taxes, which are fixed for any length of 
time, will not respond to the movements in prices. But at least so 
far as the Government of India is concerned, most of its sources o 
revenue are not of this sort. 


Common errors. 

This brief statement of the theory easily disposes of some of the 
common errors in the ratio controversy. But for the effect on our 
protective tariff to which I shall refer separately, the country as a 
whole could not have lost anything by the mere change in the rate 
from I ?. 4d. to 1 s. 6d. Certain sections of the community have 
gained temporarily at the expense of other classes ; and a I n0 jF / 
clashes that have gained, the most important is undoubtedly i ie 
Government , and this, I trust, Sir Basil Blackett will not forget 
easily. The normal rate of exchange depends upon relative price 
levels, and the facts of the period in question show that the rise in 
exchange to Is. 6d. has been brought about partly by the rise in 
sterling prices between May and December 1924 and partly .by 
relatively greater fall in Indian prices between November 1924 and 
June 1925, To the extent that this rise in rupee-sterling exchange 
was brought about by the depreciation of the purchasing power of 
sterling between May 1924 (168)* and December 1924 (180), 
India parted with less of her produce in discharge obits commitments \ 
abroad. The fall in sterling prices or the rise in the purchasing 
power of sterling between December 1924 (180)*land June 

1925 (162)* forced India to part with a larger amount of produce 
than formerly to meet its sterling obligations; and had Indian pr.ces 
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abed the same, Government would have been forced to resort 
to increased taxation in some form or the other. Owing, however, 
to a fall of Indian prices from 180 in November 1924 to 157. in 
June—a fall much greater than the fall of English prices in the 
same period, Government was able to command by means of its 
rupee revenues from taxes more produce than was needed by it for 
the discharge of its liabilities abroad. To the extent that rupee 
prices fell more than English prices during this period, and it was 
partly this which sent the exchange up, Government gained at the 
cost of the tax-payer. But so far as the country as a whole is con¬ 
cerned, some loss is inevitable in every fall of sterling prices owing 
to our sterling obligations, and Is. 4d. rate would not have saved us 
from this inevitable loss. To talk of India losing 45 crores a year 
by this rise in exchange is an obvious absurdity. If India could 
gain so much by a fall in exchange to Is. 4d., why not continue 
merrily the process of depreciation till the rupee comes down to 

lOd? 


The case of agriculturists. 

It has been repeated ad nauseam that agriculturists form 
79 per cent of the population ; and that this class has suffered heavily 
as sellers of produce, as taxpayers and as debtors by the rise in 
exchange, or what amounts to the same thing in this controversy, by 
a fall of prices. I shall not weary the audience by a detailed 
examination of this revised form of the old official apologia for the 
high prices in India; enough has been said in the press against the 
alleged beneficent influence of high prices. I shall content myself 
by inviting attention to the fact that Mr. Datta who talked of the 
beneficent influence of high prices in 1911, repudiated it in his 
evidence before the Babington Smith Committee, and by pointing out 
that the census of 1921 shows that agriculturists form 71 per 
cent, and not 79 per cent, of the population, and that it is an error 
to consider the agriculturist as forming a single class affected in the 
same way by a rise or fall in prices. There is the numerous class 
of farm servants and field labourers, estimated in the census of 
1911 at over 41 millions and in that of 1921 at 38 millions who 
ordinarily stand to lose by a rise of prices and to gain by a fall 
of prices, except so far as their wages are payable in kind and not 
in money. There is the small cultivator who ordinarily has little 
surplus to sell and lives mainly on what he produces, and who, 
therefore, is unaffected by a rise or fall of prices. It is only the 
remaining few among agriculturists, having a surplus for sale, 
who can possibly gain by a rise of prices or lose by a fall. Even 
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this class secures by a fall of prices some campensation against the 
loss on sales; they pay less for at least some of the commodities they 
buy; they get their ornaments more cheaply; and what they save in 
rupees has more purchasing power. When allowance is made for 
all these factors, it will be plain that it is only a minority of the 
population that stands to gain by a rise of prices or lose by a fall. 
Statistical data for the whole of India are wanting; but if the investi¬ 
gations of Dr. Mann in two of the food-producing villages of the 
Deccan (and 78 per cent of the cultivated land in India grows food 
grains) are any guide, it cannot be doubted that on the whole the 
net effect of a rise of prices on rural prosperity is adverse and that 
of a fall of prices beneficial. 

Turning to the changes in prices of agricultural produce since 
October 1924, one finds very little justification for raising any alarm 
eVen among the agriculturists who have a surplus for sale. An 
examination of Mr. Findlay Shirras’ estimate of the total agricultural 
income of India for the year 1920-21 shows that food grains form 
52.4 per cent of the total value, sugar only 5.1 per cent, cotton 1.9 
per cent, and oil-seeds 4.5 per cent; and that out of total acreage 
of 238,933,187 devoted to agricultural crops, nearly 187 million 
acres grow food grains, less than three million acres grow sugar, 14 
millions grow cotton and 26 millions grow oil-seeds. The Bombay 
index number of food grains has risen from 138 in November 1924 
to 150 in September 1926, that of sugar has fallen from 187 to 156, 
oil seeds have dropped from 147 to 140 and cotton from 234 to 
140. It is plain that the bulk of the agriculturists have gained rather 
than lost by changes in prices since October 1924. Nor is there any 
doubt that such a serious fall as has taken place in cotton could not 
have been due mainly to exchange. 

As a tax-payer, the agriculturist whose land revenue was 
fixed during the period 1917—24 when prices were higher than 
the preseat level, has undoubtedly suffered by the fall in prices 
since the settlement of his land. But the fall in prices between 1918 
and September 1924 would have been equally necessary in case of 
1 s. 4d rate; the 1 s. 6d. rate is directly responsible only for that 
burden which is due to the excess of the fall in Indian prices over 
that in English prices during the period intervening between 
November 1924 and June 1925. But if questions of equity are 
relevent in matters of currency reform, it is unfair to take only this 
limited period into consideration. Between 1900 and 1918, prices 
were rising continuously; and the agriculturist whose land-revenue 
was fixed when prices were comparatively low gained during the 
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-owing period of higher prices. Even to-day, thousands of agri¬ 
culturists whose land revenue was fixed before 1917 are better off 
than at the time of settlement. Men with fixed incomes and wage- 
earners, whose wages generally lag behind prices, have, on the other 
hand, been all along suffering since 1900. It must also be borne 
in mind that just as the country as a whole parted with less produce 
when sterling prices were soaring high, the country as a whole^ has 
to part with more of its produce now that sterling prices are falling 
in order to discharge its foreign liabilities; and in fairness this addi¬ 
tional burden must fall on the very class that secured relief during 
rising prices. 

Much the same thing has to be said regarding equity between 
creditors and debtors. If the debtor class has a prescriptive right 
to rising prices and the creditor class has only a prescriptive duty of 
allowing himself to be cheated, let us be frankly Bolsheviks. 
But apart from this, there is a serious error in Sir Purshotamdas’ 
reasoning in Para 127 of his Minute. Increase in the burden 

of old debts is brought about not by a rise in exchange but by a 
fall in prices ; and prices even today are higher than the level of 
1900-17. Even if the bold assumption that the greater part 
of 800 crores of agriculturists’ debt was contracted during 
1900-17 be allowed to pass unchallenged, it cannot be doubted 
that the burden of this debt must have decreased by the rise of prices 
1900-17. In fine, equity points to the restoration of pre-war 
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level of prices , and not the pre-war level of exchange ; for injustice 
is due to the rise or fall of prices and not to the fall or rise in 
exchange . It is conceivable that exchange may rise or fall not because 
of any change in our price level, but because of changes in prices 
abroad ; no question of equity can then arise between the different 
classes of our community. 

The truth is, that the currency reformer has to keep 
these nice considerations of equity. His role is a limited 
must look only to the facts and tendencies of the present 
immediate future; he must consider only what is practicable with 
the least possible disturbance. Let me at this stage invite attention 
to the remarks of a disinterested expert, Prof. Gustav Cassel of 
Sweden, as to the sanctity of the Is. 4d, rate. 4 The idea that the 
rupee must necessarily be restored to the pre-war gold parity of 
Is. 4d. has,” he says, “a striking resemblance to the programme of 
raising depreciated currencies to the pre-war parity, which has 
played such an unfortunate role in the recent monetary policy of 
many European countries. If no better reason can be given for 
choosing !s. 4d. as the value at which the rupee should be stabilised, 
the idea ought to be abandoned, and the sooner the better.” 
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Immediate Stabilisation at Is. 4d. means inflation. 

Let me now deal with some of the points raised in the dissenting 
note of Sir Purshotamdas Thakurdas. In para 67 of his Minute he 
contends that the Government of India had an excellent opportunity 
of stabilising the rupee at I s. 4d. gold in the month of September 
1924. The index number of prices in the United States stood 
then at 149 and of Bombay at 1.81 , compared to the pre-war level 
of 100, In August 1926, the Bombay index number fell to 148 ; 
while that of the United States was again 149. If the contention 
of Sir Purshotamdas implies that the normal rate of exchange as 
determined by the relative price-levels was Is. 4d. gold in September 
1924, the Bombay index number should have been made to rise 33 
points in order to bring down the normal rate of exchange once 
again to Is. 4d. gold in August 1926. In other words, those that 
are pressing for stablising the rupee at Is. 4d. ratio are in reality 
asking for the rise of prices by nearly 22 per cent on the existing 
level. There is no other way in which Government can stabilise at 
Is. 4d. ratio at the present moment. 

Sir Victor Sassoon and Sir Purshotamdas have warmly 
repudiated the suggestion that the process by which such a rise of 
prices and the consequent fall in exchange can be brought about 
immediately is inflation. Mr. B.F. Madon has done even better. He 
accuses all those who dare to differ from him of nol knowing the 
meaning of the word “ inflation”. Let ms, therefore, invite the 
attention of the public to the following answer given by Dr. 
Edwin Cannan whose bonafides the Bombay economists in favour 
with the Currency League have never questioned and whom the 
Bombay school has always quoted in their own favour in the matter 
of the gold currency :— 

Q 3301—What would be the effect if the rupee was stabilised at 
Is. 4d.?—“I suppose you would h.ave to water the currency in x 
India in order to do it with the usual results.” t 

Dr. Gregory who was exactly of the same opiniori, iri\an^ver to 
question I 2669 said to the Commission, ‘‘If you we A to insis\on a' ' 
lower rate of exchange, Is. 4d., then there would be a preliminary 
Watering down of the currency to*" .maintain th$ ^ rate Vt 
Is. 4d.” If the weighty opinion of’’thes'q English .economists'^- 
is to be discounted because of the sus^ifeion that they have 
the interests of v Englam] in view, let me quote,' the '-opinion of 
the eminent Swedish Ecpnomist, Prof- Gustav -Cassel. If'oh 
clbser examination it ‘"is. ,shown that the present purchasing 
power of the rupee lies 'in the neighbourhood \o^ Is. 6cL, a V 
, s . ^ ' V a 
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lowering of the value of the rupee from Is. 6d. to 1. 4d,” he 
says, " means a process of inflation which is just as harmful as 
the deflation which in some European countries would be 
required in order to raise the value of the currency to 
a higher pre-war level.” I trust Sir Victor Sassoon and 
Sir Purshotamdas Thakurdas will not deny these distinguished 
economists the credit of knowing what “ watering down’’ 
and “ inflation” of currency mean. The question, therefore, 
arises whether the country shall go in for this “ watering down” 
of currency, the inevitable rise of prices, and its consequent 
hardship and injustice to a considerable section of the population, 
with a view to compensate those sections which may still 
continue to suffer owing to the maintenance of 1st. 6d. ratio. 
This is the real question which Sir Purshotamdas and Sir Victor 
Sassoon have to answer. 

The question of adjustment. 

Throughout his Minute Sir Purshotamdas labours to point out 
that prices, wages and contracts have not adjusted themselves 
completely to the Is. 6d. ratio. While subjecting this argument to a 
close scrutiny in his last lecture at this University, Sir Basil Blackett 
pointed out a serious arithmetical error in para 95 of the Dissenting 
Minute, asserting rightly that a rise of 27 per cent in exchange 
should be followed by a fall of 21 per cent only in prices. In a 
spuited lejoinder Sir Purshotamdas questions this assump’ion, and 
asks what it is based on. Let me take the liberty of pointing out to 
in n that Sir Basil Blackett s assumption is based on the very same 
theory whicn he has himself applied, viz, that the rate of exchange 
depends on relative prices, varying directly as the world prices and 
inversely as the Indian prices. If exchange rises from 100 to 127, 
n lau puces must fall from 127 to 100, the world prices remaining 
the same. A (all of 27 on 127 makes 21 per sent, and not 27 per 
^nn' i tV, P art ‘ cu ^ ar example discussed in para 95 of the Minute, 
K U: 127:: 1-15/185: 155/p (the required Indian price level) which 
means that p is equal to 18500/127 or 1 46 nearly. This amounts 
to a fall of 39 points .and not 50 points, as is assumed by Sir 
I urshotamdas. If therefore the Index numbers used are any guide, Sir 
Purshotamdas greatly exaggerates the degree of non-adjustment of 
prices to Is. 6d. in February 1926. But granting for the sake of 
argument that complete adjustment requires more time, has Sir 
i ushotamdas ever attempted to prove the period of time during which 
prices, wages and contracts were adjusted to the ratio of 1 s. Id. gold 
ever since 1917? A glance at the table on p age 57 will show that 
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between October 1920 and to-day, it was only in September 1920 
and between September and October 1924 that the rupee exchange 
was I s. 4d. gold and that, therefore, during full six years prices 
never had the time and the opportunity to gel adjusted to 1 s. 4d. 
\ gold. # W A 

It is impossible for any one to contend with any show of reason 
that prices, wages and contracts, for the larger part, during the years 
1917-1926 continued in adjustment to the pre-war ratio of Is. 4d., 
and that all the violent oscillations of exchange since' 191 7 had no 
effect on prices, wages and contracts. Even if the non-adjustment 
of prices, wages and contracts to the Is. 6d. rate be as great as Sir 
Purshotamdas imagines it to be, he has yet to prove that the 
adjustment to 1 s. 4d. rate is more complete. If we are determined to 
stabilise the exchange immediately, we must chopse the rate that will 
cause the least disturbance. From this point of yiew, the presumption 
surely is in favour of a rate that has continued for more than 18 
months ; and the burden lies Heavily on those who advocate 
immediate stabilisation at 1st. 4d. to rebut this presumption and prove 
that it will cause less disturbance than I s. 6d. r?te. 

HOW THE RATE OF Is. 6d. WAS REACHED. 


In paras 68 to 76 of his Minute, Sir Purshotamdas accuses 
Government of having manipulated a rise in exchange by deflation 
and argues that “deflation, and a consequent raising of exchange has 
been accomplished by preventing the expansion of the currency to 
the extent normally required by India,* as evidenced by the 
prewar annnual average of expansion.” s The , pre-war annual 
average expansion of currency in India was, according to him 
over Rs 20 crores, while the average annual expansion during 
the years 1921-22 to 1924-25 was only 11'12 crores a year, 
There are a number of fallacies in this argument. In the first 
place, we must compare with the pre-war annual average expansion 
of currency, not the .average for the four years 1921-22 to 
1924-25, but the average for the whole of the post-war period. 
The table II on page 57 will show that the postwar average expansion 
was nearly 25 crores- and not 1 PI2 crores, the total for the eleven 
years 1914-15 to 1924-25 being 270.39 crores. To take only 
four exceptional years ofy of eleven in the case of post-war period and 
fourteen years in.the case of pre-war period is clearly a misuse of 
statistics. For a proper comparison we must take at least a decennial 
period inboth cases. \ , , \ 

This line of argument assumes further that ( I ) the average 
annual Expansion of our currency under the pre-war system was a 
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correct measure of our currency needs under an automatic system and 
(2) that the normal average in a period of rising world prices is 
also the normal in a period of falling world prices. The first is 
obviously untrue if, as he himself agrees, “ Under the Indian 
system contraction is not, and never has been, automatic.” (para 16 
Report), The very fact that under our pre-war currency system 
our prices rose higher than gold prices in other countries .hows that 
our currency was expanded out of all proportion to the growth of our 
trade and business. The second assumption ignores the difference 
between our pre-waj period and the period following 1920. During 
the five years ending 1913-14 our net exports amounted on an 
average to 78'36 crores while in 1920-21 the net exports amounted 
to-77-55 crores, in 1921-22to-20'90and in 1922-23 to 90*01 
giving an average for the three year* of only —2.81 crores. The 
irst was a period of rising world prices ; the second, one of falling 
prices. k n para 82 Sir Purshotamdas himself admits as a historical 
fact that the prices rise during wars, and gradually fall after peace. 
It is obviously untenable to argue that currency under the Exchange 
Standard must be expanded at the same rate whatever the balance 
of trade may be, or that in a period of falling prices currency needs 
to be expanded, and that at a rate required in a period of rising 
prices. In 1920, gold prices in the United States fell from 233 
in January to 179 in December. The year 1921 too was a year of 
falling prices in the United States, the index number coming down 
from 170 in January to 140 in December. In the months of June 
and July, the rupee had gone below even Is gold and yet Govern¬ 
ment expanded our currency by two crores. The year 1922 was one 
ci using prices in the United States; the Indian Government wisely 
abstained from adding more than three crores with the result that 

exchange rose to Is 2 27/32d gold in December 1922. Had 

■u rlrr\ nme ? 1 c^p a ? muC j as ?° crores a 7 car > tfe* normal amount 
° ,ng , ° Sir Purshotamdas, the rupee would Wye depreciated,' 
considerably At any rate, it does not ti> in the mouth of an 
advocate of Is. 4d. ratio to object to a course that Was absolutely 
7cm Sary • m 0 f„ . t0 k rln 8 the rupee nearer to Is. 4d. gold. In 
I c f • P ‘' CGS e * ln l ^ e United States ^om 156 in January to 
J in December ; and no case really existed for expanding the 
currency. Yet the Government of India added as much as 

l . Grores *• e - , mor J e \ hen , S «r Purshotamdas' normal. Indian 
prices were steady during the year, and under the effect of 
relative price levels of the United States and India, there must have 
j>een a latent tendency to a fall in the normal rate of exchange ; 
oub owing to temporary factors such as the balance of account, 
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exchange rose and would have risen higher but for the unjustifiable 
action of Government in expanding currency by as much as 22\ 
crores in a period of falling world prices. Upto 1923 then, 
Government had done nothing to deserve the indictment of their 
critics; if at all, they deserve censure for having expanded currency 
at all in such circumstances. 

Between December 1923 and September 1924 prices in 
the United States and India rema ned pretty steady; there was thus 
no occasion for expanding the currency till September 1924. 
Exchange touched 1 s. gold in October and reached 1 s. 51 5/16d. 
gold in June 1925. If this rise in exchange was the result of 
Government manipulation or deflation of currency, we must look for 
it in the facts of the period between October 1924 and June 1925. 
But according to Sir Purshotamdas himself there was an addition of 
16 crores during 1924-25 (para 68); we have therefore to fall back 
upon some other causes of this rise in exchange. World prices rose 
during this period, the index number of the United States being 
149 in September 1924, 161 in March 1925, and 157 in 
June 1925; this accounts for a part of the rise. Indian prices fell 
from 180 in November 1924 to 157 in June 1925; that certainly 
is a sufficient explanation of the remaining part of the rise in 
exchange. But why did Indian prices fall, when currency was 
expanded by 16 crores? The probable explanation of this 
phenomenon lies partly in the fact that the volume of trade was 
abnormally large in this period, partly in the tendency of rupee prices 
to move in sympathy with sterling prices which came down from 
180 in October 1924 to 162 in June 1925, partly in the habit of 
Indian officials in charge of currency to judge the needs of the 
situation more by the trend of sterling prices than by that of dollar 
prices. It is undoubtedly true that if the Indian Government had 
decided to manipulate currency by expanding it in order to prevent 
the exchange from rising above Is. 4d. gold, they could have 
done so during this period. What the critics of Government policy 
in this matter can prove is, therefore, not so much the charge of 
having manipulated currency in order to bring up the rate to Is. 6d 
gold as that of not having manipulated currency to bring down the 
exchange to Is. 4d. during these months. 

A word may here be said on the curious use of the word, 
‘manipulation” in this controversy. If currency is contracted even 
in a period of falling world prices, it is said to be mainpulation 
by Government; if Government neither expands nor contracts cur¬ 
rency but only abstains from expanding it, it is even then accused 
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anipulation, Strangely enough, when Government expands 
currency, it is seldom accused of maiupulation, though expansion 
involves positive action on the part of Government and depends more 
on the will of Government than contraction. 


<SL 


Is. 6d. And the tariff. 

The examination of price movements in India and the United 
States leads to three interesting conclusions. If relative price 1 vels 
were adjusted to I s. 4d. ratio in pre-war days, the normal rate o) 
exchange as determined by the purchasing power parity was Is. 6d. 
gold and not Is. 4d. gold, in June 1925. The index numbers of 
both the United States and India stood at 157 in that month 
compared to the level of 100 in the pre-war year; and exchange in that 
month was Is. 5 15/16 gold. The rise of the normal rale was due 
to the raising of the tariff since the War. That this is the real cause 
of the rise in exchange is admitted by some of our official witnesses 
before the Currency Commission. In answer to Question No. 27, 

Sir Basil Blackett said, “ Broadly speaking, the level of prices is 
now at about 160 as compared with 100 in pre-war days, British, 
American and Indian prices have come together at a figu.e about 
160....I am not quite sure what value is really to be attached to any 
of those index numbers and particularly to the Indian one. It is 
hard to be sure that it is completely valid At the same time it does 
suggest that prices have now come together, and if an explanation 
is wanted as to the reasons why the rupee at Is. 6d. now 
instead Is. 4d. before the war, the rise should be much the same in 
India as in other gold standard countries, 1 think the answer is that 
there has been a very considerable development in the Indian tariff 
which would naturally raise the Indian figure. With exchange at 
Is, 4d. as it was in pre-war days, you should have expected Indian 
prices to be nearer 180.*’ Mr. C. H. Kisch, the Finance 
Secretary of the Indian Office, admitted in this written statement that 
there seems to be no convincing reason for assuming that the ratio 
between Indian and United Kingdom prices will necessarily be the 
same in the future as before the war. The course of events has been 
different in the two countries and allowance must be made for the ' 
heavy general tariff which is now in force in India,” Does not all 
this amount to an admission that 1 s. 6d. ratio has nullified the effect 
of the tariff, and that if the beneficent or the adverse effect of 
the tariff raised since the war has to be maintained, stabilisation of 
exchange must take place at a rate that allows for a greater rise of 
prices in India than in the United Kingdom. It is obvious that m 
bringing down relative prices to the same cevel in India, our currency v 
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horities have entirely ignored the tariff. This is the real 
disadvantage from Is. 6d. rate ; and to this criticism Sir Basil 
Blackett has never attempted an answer. * 

Deflation since August 1925. 


The second conclusion to which a survey of price movements 
leads serves to show how exaggerated are the complaints made 
against the deflationary policy of Government since August 1925. 
It is not the high or low level of prices that matters, it is the rising 
or the falling prices that really inflict injuries upon particular 
sections of population. Suppose Government had stabilised the 
rupee at Is. 4d. gold during the period of October 1924 to June 
1925, would not the rupee prices have moved exactly in the same 
way as they have actually been doing since then? The index 
number of the United States which stood at 160 in August 1925, 
came down to 151 in August 1926 and to 149 in September 1926. 
The Bombay index number came down exactly to the same extent ; 
it was 160 in August 1925, 148 in August 1926 and 149 in 
September 1926. Stabilisation in gold at any particular rate 
implies that rupee prices will continue to fall if gold prices fall. 
Any injury that might be caused by any contraction or deflation that 
may be needed in order to bring about adjustment between rupee 
prices and gold prices is inevitable under any automatic gold 
s andard; it is a necessary price that every country which decides to 
restore or establish the Gold Standard must pay. The critics of 
Government who raise a hue and cry against the deflation that has 
taken place since August 1925 have to prove that this deflation 
would have been much less if the rupee had been stabilised at 
Is 4d. gold during the period intervening October 1924 and 
June 1925. 


What would have been the wiser course? 


The only way in which the evil consequences of deflation 
could have been avoided by the country was to have postponed 
stabilisation of exchange to September 1926 when the wor'd prices 
as measured by the United States index number again stood at the 
same level as in September 1924, viz 9 at 149. Had the Government 
of India attempted to maintain Indian prices at 179, the level of 
September 1924 throughout the two years ending September 1926, 


* The only answer attempted by Basil Blackett in his presidential remarks on 
mv lecture was that our tariff was mainly a revenue tariff. But 't can not be denied 
that it would have had a protective effect but lor the rise in exchange, particularly 
after the repeal of the cotton excise duty. 
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the normal rate of exchange as measured by relative price levels 
after making allowance for tariff changes would have been Is 4d. 
gold in September 1926. 

But this course would have produced instability of exchange 
throughout the period of these two years. In other words, we 
would have gained stability of prices and lost the stability of 
exchange. There is much to be oaid for the view that the gain 
would have been greater than the loss. I, for one, am convinced 
that this would have been the better eourse. But this is not the 
case of the critics of Government. Sir Purshotamdas continues to 
talk of the opportunity of October 1924 for stabilising exchange 
at Is. 4d. gold. Stabilisation at that rate at that time would 
in a I! probability have necessitated greater deflation than has been 
actually the case since August 1925. 


The course open even now. 

If, however, Sir Purshotamdas now agrees with me that this 
would have been the right course, fortunately for India that course 
is open even now, The world prices have been falling ; and most 
of the currency experts of the world are agreed that we are in 
for an era of feeling prices for some years to come. Let the 
Legislative Assembly in>is v on the maintenance of the present 
price level in India till falling world prices bring relative prices 
in India and the gold standard countries like the United States to 
the same position as existed in September 1924. This will 
mean instability of exchange for probably more than two years, for 
the rate of fall of world prices may slou) down. In other words 
we have to sacrifice stability of exchange and content ourselves with 
price stability for some time to come. But let the unwise talk of 
immediately stabilising exchange at 1 s. 4d. gold by expanding 
or watering the currency cease . It is too late in the day to catch 
votes of even the agriculturist by the slogan “ rising prices are good 

lor the country;’Government played that part when the late Mr. 
Gokhale attributed the rise of prices to the currency policy of 
Government. Government have given up the position, thanks to the 
efforts of Indian critics. Let not the Currency League and the 
Legislative Assembly revive this dangerous doctrine and earn the 
ill-will of all classes who will suffer hardship on account of dear 
bread and higher cost of living Let them take their stand, instead, on 
stability of prices till die Is. 4d. rate is reached automatically under 
the influence of falling world prices and spare the country the evil 
effects of immediate inflation and subsequent deflation involved 
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in a policy of immediate stabilisation at 1 s. 4d. The Currency 
League will then have within a comparatively short period of time 
both the pre-war 1 s. 4d. rate and the post war tariff wail. 

The third conclusion. 


A third inference is no less irresistible. Since the fall of 
rupee prices since August 1925 is of the same extent as the fall in dollar 
prices, it follows that so far as the commodities included in the 
Bombay index number go, the adjustment to Is. 6d. ratio was 
complete before August 1925, and that the disturbance and injury 
to certain classes caused by Is. 6d. rate since August 1925 has 
been no greater than what have taken place even under the Is. 4d 
rate. Similarly, the disturbance and injury caused by the rise of 
exchange from January 1921 when the rate fell down to 1 s. o 1 5/32d. 
gold to September 1924 when exchange reached Is. 4^d. 
gold would have occurred in any case, whether the final rate for 
stabilisation had been Is. 4d. or Is. 6d. Apart from what ha* 
been said above regarding the nullifying effect of exchange on 
tariff, the only disturbance peculiar to Is. 6d. rate is the 
effect of the rise in exchange between October 1924 and 
June 1925. So far as this rise was due to the rise of world prices 
(United States), it could have had no disturbing effect on prices 
and wages in India, So far as it was result of falling prices in India, 
it must certainly have inflicted unmerited injury on certain classes. 
But it had no disturbing effect on the bulk of India’s foreign trade 
which u conducted on the basis of sterling, for the rupee-sterling 
exchange was in the neighbourhood of of Is. 6d. throughout this 
period. Against the loss inflicted on certain sections by this rise, we 
must set. off the gain to certain classes from the stability of the 
n.pce~ste{lu!g exchange and the compensating effect of a rise in world 
prices, itysjprlain that the disturbance and the injustice caused by 
this rise is greatly exaggerated in the popular discussions on the 
subject. \\ 

\ • \ \ -'v Concluding remarks. 

\ t s ' ' v 

I hope 1 Have ’how made it abundantly clear that there are 
serious objections to stabilising our exchange at .the preseht moment. 
To stabilise at Is. 4d. is to raise prices and so inflict unmerited 
injury *>n certain classes; to stabilise at Is. 6d. is to nullify the 
protective effect of our tariff. We must avoid both; -.and the-only 
way to do so is to maintain stability of s prices Wy some time, 
allowing exchange to fall dowh to Is. 4d. under the influence of 
falling toprld prices. ' \ 

« ' * ' V v ^ 

\ \ \\ * ‘ ‘ 

* . V 
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TABLE 1 

Rate of Exchange From Calcutta on London on the 1st of every month 

(Gold Rate.) 


— 

1920. 

1921. 

1922. 


s. 

d. 

gld. 

s. 

d. 

gld. 

S. 

d. gld, 

|an . 

1 

10 

I 

0 

ls/32 

I 

1 25/32 

Feb . 

1 

11 

7 /l 2 

I 

I 

1/8 

I 

1 23/32 

Mar’ . 

1 

9 

23/32 

I 

0 

3/8 

I 

1 27 32 

April. 

1 

10 

i /4 

I 

0 

9/l6 

I 

1 21/32 

May . 

1 

9 

7/16 

I 

0 

23'32 

I 

1 2533 

June . 

1 

8 

3/8 

I 

0 

i /4 

I 

2 3/8 

July . 

1 

4 

7/8 

0 

11 

23/32 

l 

2 3/16 

Aug . 

1 

5 

5 /«<> 

0 

11 

9/32 

1 

2 5/ >6 

Sep . 

1 

4 

5 /1 r > 

I 

0 

13/16 

I 

2 7/32 

Oct . 

1 

3 1 

' 7/32 

I 

I 

3/8 

I 

2 7/32 

Nov . 

1 

1 1 

I l/lO 

I 

I 

5/16 

I 

2 11/32 

Dec . 

1 

1 

3/i6 

I 

1 

5'32 

I 

2 27/32 


1923. 


3 9/32 
3 58 

3 58 

3 ' 3/32 
3 7 /' 6 
5 /' 6 
1/8 

l/l6 


3 r 3 2 

3/8 

3/8 


1924. 

I 9 2 5 ‘ 

s. d. gld. 

s. d. gld. 

1 3 1/16 

1 3 5/16 

1 5 2!.'32 

1 5 11/16 

1 2 9'i6 

1 5 17/32 

1 2 23/32 

1 5 > 7/32 

1 3 

1 5 23 32 

1 2 15/16 

1 S 15 16 

13 • / 8 

1 3 13/16 

16 i 16 
i 6 1/16 

1 3 7/8 

1 6 3/32 

1 4 i /4 

16 1/16 

1 4 '3 '6 

16 1/ 1 6 

1 5 3 /i 6 

1 6 3/16 


1926. 


5. d. gld. 

1 6 3/16 
1 6 7/32 

1 6 11/64 
1 5 59^4 
1 3 61/64 
1 5 15(1° 

59 6 4 
3 * 3 2 

61/64 
27/32 

3/4 


1 5 
1 5 
1 6 

* 5 

* 5 
1 5 


TABLE II 

(In lakhs of rupees,') 


Years. 

Rupees. 

Notes 

active 

circulation. 

Total. 

Sovereigns 
and half 
Sovereigns. 
£1 — Rs. 15 

Grand Total. 

•914-15 ... 

Ml 

—6,70 

— 6 ,oi 

—12,71 

8,43 

r 4,28 

•915-16'... 


10,40 

9.23 

19,63 

29 

19.92 

19 6-17 ... 


33.81 

13,89 

47,10 

3.'8 

50,88 

1917-18 ... 


27,86 

17,22 

45 ,o 8 

14,26 

59.34 

1918-19 ... 


45.02 

49.29 

94 , 3 * 

5 , 8 i 

* » 

1/0,12 

1919-20 ... 


20.09 

20,20 

40,29 

- 3.32 

36,97 

1920-21 .. 


—25,68 

— 5 , 9 ° 

- 31,58 

- 4,38 

- 35,96 

1921-22 .. 


-10,46 

9.35 

—i,n 

2,78 

1,6; 

1922-23 ... 


—9.56 

3,87 

-5,69 

9,43 

3.74 

*923-24 ... 


7,62 

h 9 <> 

•5,58 

6,74 

22,32 

*924-25 ... 


3.65 

-2,51 

1,14 

• 4,53 

•5,67 

Total for 11 years 

... 

96,05 

•>• 6,59 


37.76 , 



0 . 


v?. bt 














































